University of Mississippi

eGrove
Examinations and Study

American Institute of Certified Public Accountants
(AICPA) Historical Collection

1988

Uniform CPA examination. Questions and
unofficial answers, 1988 May
American Institute of Certified Public Accountants. Board of Examiners

Follow this and additional works at: https://egrove.olemiss.edu/aicpa_exam
Part of the Accounting Commons, and the Taxation Commons
Recommended Citation
American Institute of Certified Public Accountants. Board of Examiners, "Uniform CPA examination. Questions and unofficial
answers, 1988 May" (1988). Examinations and Study. 88.
https://egrove.olemiss.edu/aicpa_exam/88

This Article is brought to you for free and open access by the American Institute of Certified Public Accountants (AICPA) Historical Collection at
eGrove. It has been accepted for inclusion in Examinations and Study by an authorized administrator of eGrove. For more information, please contact
egrove@olemiss.edu.

Uniform
CPA Examination
May 1988

Questions an d
Unofficial Answers

AICPA

American Institute of
Certified Public Accountants

Uniform
CPA Examination
May 1988

Questions and
Unofficial Answers

A Supplement to the Journal of Accountancy

Copyright © 1988 by the
American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas, New York, N.Y. 10036-8775
1 2 3 4 5 6 7 8 9 0 EX 8 9 8

FOREWORD

The Uniform CPA Examination is prepared by the Board of Examiners of the American Institute of
Certified Public Accountants and is used by the examining boards of all fifty states of the United States,
the District of Columbia, Puerto Rico, Guam, and the Virgin Islands as a prerequisite for issuance
of CPA certificates. This booklet contains the questions and unofficial answers of the May 1988 Uniform
Certified Public Accountant Examination.

Although the questions and unofficial answers may be used for many purposes, the principal reason
for their publication is to aid candidates in preparing for the examination. Candidates are also
encouraged to read Information fo r CPA Candidates, which describes the content, grading, and other
administrative aspects of the Uniform CPA Examination.

The unofficial answers were prepared by the staff of the Examinations Division and reviewed by the
Board of Examiners but are not purported to be official positions of the American Institute of Certified
Public Accountants. Each of the unofficial answers is accompanied by its maximum point value assigned
by the Board of Examiners for grading purposes.

George R. Dick, Vice President — Review &Regulation
American Institute of Certified Public Accountants

May 1988
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EXAMINATION IN ACCOUNTING PRACTICE — PART I
May 4, 1988; 1:30 P.M. to 6:00 P.M.

NOTE TO CANDIDATES: Suggested time allotments are as follows:
Point
Value

All questions are required:
No.
No.
No.
No.
No.

Estimated Minutes
Maximum
Minimum

1 ..........................
2 ..........................
3 ..........................
4 ..........................
5 ..........................

10
10
10
10
10

45
45
45
45
40

55
55
55
55
50

Total ..................

50

220

270

INSTRUCTIONS TO CANDIDATES

(Disregard of these instructions may be considered as indicating inefficiency in accounting work.)

1.

You must arrange the papers in numerical order of
the questions. If more than one page is required for
an answer, write “ continued” at the bottom of the
page. Number pages consecutively. For instance,
if 12 pages are used for your answers, the objective
answer sheet is page 1 and your other pages should
be numbered 2 through 12.

2.

Answer all objective-type items on the printed
answer sheet provided for that purpose. It is to
your advantage to attempt all questions even if you
are uncertain of the answer. You are likely to get
the highest score if you omit no answers. Since
objective items are computer-graded, your com
ments and calculations associated with them are not
considered. Be certain that you have entered your
answers on the objective answer sheet before the
examination time is up.

3.

Support all problem-type answers with properly
labeled and legible calculations that can be identi
fied as sources of amounts in formal schedules,
entries, worksheets, or other answers, to show how
your final answer was derived. Computation sheets
should identify the question to which they relate,
be placed immediately following the answer to that
question, and be numbered in sequence with the
other pages. Failure to enclose supporting cal
culations may result in loss of grading points
because it may be impossible to determine how your
amounts were computed.

4.

A CPA is continually confronted with the necessity
of expressing opinions and conclusions in written
reports in clear, unequivocal language. Although
the primary purpose of the examination is to test
the candidate’s knowledge and application of the
subject matter, the ability to organize and present
such knowledge in acceptable written language may
be considered by the examiners.

Prepared by the Board o f Examiners o f the American Institute o f Certified Public Accountants
and adopted by the examining boards o f all states, the District o f Columbia, Guam,
Puerto Rico, and the Virgin Islands o f the United States.
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Examination Questions — May 1988
Instructions

2. Flax Company’s working capital at December 31,
1986 was $1,700,000. Data pertaining to 1987 are as
follows:

Questions Number 1 , 2, and 3 each consist of 20 multiple
choice items. Select the best answer for each of the items.
Use a soft pencil, preferably No. 2, to blacken the
appropriate circle on the separate printed answer sheet
to indicate your answer. Mark only one answer for each
item. Answer all items. Your grade will be based on the
total number of your correct answers for each question.
The following is an example of the manner in which
the answer sheet should be marked:

Working capital provided by operations
Purchases of plant assets for cash
Short-term borrowings
Payments on short-term borrowings
Cash dividends paid on common stock

$900,000
600,000
950,000
500,000
250,000

Flax’s working capital at December 31, 1987 was
a. $2,450,000
b. $2,200,000
c. $2,000,000
d. $1,750,000

Item
97. Gross billings for merchandise sold by Baker Com
pany to its customers last year amounted to $5,260,000;
sales returns and allowances reduced the amounts owed
by $160,000. How much were net sales last year for Baker
Company?
a. $4,800,000
b. $5,100,000
c. $5,200,000
d. $5,260,000

3. The following information is available from Sand
C orp.’s accounting records for the year ended December
31, 1987:
Cash received from customers
Rent received
Cash paid to suppliers and employees
Taxes paid
Cash dividends paid

Answer Sheet

Net cash
a.
b.
c.
d.

97.

$870,000
10,000
510,000
110,000
30,000

flow provided by operations for 1987 was
$220,000
$230,000
$250,000
$260,000

Number 1 (Estimated tim e ----- 45 to 55 minutes)
Select the best answer for each of the following items
relating to a variety of financial accounting problems.

Items 4 and 5 are based on the following information:
Roe Company is preparing a statement of changes
in financial position emphasizing cash flows for the year
ended December 31, 1987. It has the following account
balances;

Items to be Answered
1. Burr Corp. began operations on January 1, 1987,
and at December 3 1 , 1987, Burr had the following invest
ment portfolios of marketable equity securities:

Aggregate cost
Aggregate market value
Net unrealized loss

Machinery
Accumulated depreciation
— machinery
Loss on sale of machinery

In current In noncurrent
assets
assets
$185,000
$275,000
150,000
225,000
$ 35,000
$ 50,000

Income
$0
$35,000
$50,000
$85,000

12/31/87
$320,000

102,000

120,000

4,000

During 1987, Roe sold for $26,000 a machine that cost
$40,000, and purchased several items of machinery.
4.

Depreciation on machinery for 1987 was
a. $18,000
b. $24,000
c. $28,000
d. $32,000

5.

Machinery purchases for 1987 amounted to
a. $ 34,000
b. $ 70,000
c. $ 96,000
d. $110,000

All the declines are judged to be temporary. Valuation
allowances at December 31, 1987 should be established
with corresponding charges against

a.
b.
c.
d.

12/31/86
$250,000

Stockholders'
equity
$85,000
$50,000
$35,000
$0
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8. Rice’s cash provided by sources other than opera
tions for 1987 totaled
a. $305,000
b. $545,000
c. $695,000
d. $830,000

Items 6 through 9 are based on the following information:
Rice C orp.’s balance sheet accounts as of December
31, 1987 and 1986, and data relating to activities during
1987 are presented below.

9. Rice’s working capital provided by operations for
1987 was
a. $915,000
b. $940,000
c. $950,000
d. $975,000

December 31,
1986
1987
Assets
Cash
Short-term investments
Accounts receivable, net
Inventory
Long-term investments
Plant assets
Accumulated depreciation
Goodwill
Total assets

$ 230,000
300,000
510,000
680,000
200,000
1,700,000
(450,000)
90,000
$3,260,000

Liabilities and Stockholders' Equity
Accounts payable and
accrued liabilities
$ 825,000
Short-term debt
325,000
Common stock, $10 par
800,000
Additional paid-in capital
370,000
Retained earnings
940,000
Total liabilities and
stockholders’ equity
$3,260,000

$ 100,000
—

510,000
600,000
300,000
1,000,000
(450,000)
100,000
$2,160,000

10. KingCorp. owns 80% of Lee Corp.’s common stock.
During October 1987, Lee sold merchandise to King for
$100,000. At December 3 1 , 1987, one-half of the merchan
dise remained in King’s inventory. For 1987, gross profit
percentages were 30% for King and 40% for Lee. The
amount of unrealized intercompany profit in ending in
ventory at December 31, 1987 that should be eliminated
in consolidation is
a. $40,000
b. $20,000
c. $16,000
d. $15,000

$ 720,000
—

700,000
250,000
490,000

11. Dunn Corp. owns 100% of Grey Corp.’s common
stock. On January 2 , 1986, Dunn sold to Grey for $40,000
machinery with a carrying amount of $30,000. Grey is
depreciating the acquired machinery over a five-year life
by the straight-line method. The net adjustments to com
pute 1986 and 1987 consolidated income before income
tax would be an increase (decrease) of

$2,160,000

Net income for 1987 was $690,000.
Cash dividends of $240,000 were declared and paid
in 1987.
Equipment costing $400,000 and having a carrying
amount of $150,000 was sold in 1987 for $150,000.
A long-term investment was sold in 1987 for $135,000.
There were no other transactions affecting long-term
investments in 1987.
In 1987,10,000 shares of common stock were issued
for $22 a share.

a.
b.
c.
d.

1986
($ 8,000)
($ 8,000)
($10,000)
($10,000)

1987
$2,000
$0
$2,000
$0

12. In preparing its bank reconciliation at December 31,
1987, Case Company has available the following data:
6 . Cash provided by Rice’s operations for 1987 was
a. $915,000
b. $940,000
c. $950,000
d. $975,000

Balance per bank statement, 12/31/87
Deposit in transit, 12/31/87
Outstanding checks, 12/31/87
Amount erroneously credited by bank
to Case’s account, 12/28/87
Bank service charges for December

$38,075
5,200
6,750
400
75

Case’s adjusted cash in bank balance at December 3 1 , 1987
is
a. $36,525
b. $36,450
c. $36,125
d. $36,050

7. Rice’s application (use) of cash for other than opera
tions during 1987 totaled
a. $1,640,000
b. $1,490,000
c. $1,400,000
d. $1,340,000
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17. In the December 3 1 , 1987 consolidated balance sheet,
total minority interest should be reported at
a. $950,000
b. $945,000
c. $915,000
d. $900,000

Items 13 through 17 are based on the following information:
On June 30, 1987, Post, Inc. issued 630,000 shares
of its $5 par common stock, for which it received 180,000
shares (90%) of Shaw Corp.’s $10 par common stock, in
a business combination appropriately accounted for as a
pooling of interests. The stockholders’ equities immedi
ately before the combination were:

Common stock
Additional paid-in capital
Retained earnings

Post
$ 6,500,000
4,400,000
6, 100,000
$17,000,000

18. On December 31, 1986, Wall Company purchased
marketable equity securities as a temporary investment.
Pertinent data are as follows:

Shaw
$2,000,000
1,600,000
5,400,000
$9,000,000

Security
A
B
C

Both corporations continued to operate as separate
businesses, maintaining accounting records with years
ending December 31. For 1987, net income and dividends
paid from separate company operations were:
Post
Net income
Six months ended 6/30/87 $1,000,000
Six months ended 12/31/87 1,100,000
Dividends paid
April 1, 1987
October 1, 1987

Cost
$39,000
50,000
96,000

Market value
at 12/31/87
$36,000
55,000
85,000

On December 31, 1987, Wall reclassified its investment
in security C from current to noncurrent because Wall
intends to retain security C as a long-term investment.
What total amount of loss on its securities should be in
cluded in Wall’s income statement for the year ended
December 31, 1987?
a. $0
b. $ 9,000
c. $11,000
d. $14,000

Shaw
$300,000
500,000

1,300,000
350,000
19. Bell, Inc. owns 60% of Dart Corporation’s common
stock. On December 3 1 , 1987, Dart is indebted to Bell for
a $200,000 cash advance. In preparing the consolidated
balance sheet at that date, what amount of the advance
should be eliminated?
a. $0
b. $ 80,000
c. $120,000
d. $200,000

13. In the June 30, 1987 consolidated balance sheet,
common stock should be reported at
a. $9,650,000
b. $9,450,000
c. $8,500,000
d. $8,300,000
14. In the June 30, 1987 consolidated balance sheet,
additional paid-in capital should be reported at
a. $4,400,000
b. $4,490,000
c. $5,840,000
d. $6,000,000

20. The following accounts were abstracted from Mann
Company’s unadjusted trial balance at December 3 1 , 1987:
Debit

15. In the June 30, 1987 consolidated balance sheet,
retained earnings should be reported at
a. $ 6,100,000
b. $ 9,660,000
c. $10,960,000
d. $11,500,000

Accounts receivable
Allowance for doubtful
accounts
Net credit sales

Credit

$ 1,000,000

8,000
$4,000,000

Mann estimates that 3% of the gross accounts receivable
will become uncollectible. After adjustment at December
3 1 , 1987, the allowance for doubtful accounts should have
a credit balance of
a. $ 22,000
b. $ 30,000
c. $ 38,000
d. $120,000

16. In the 1987 consolidated income statement, net
income should be reported at
a. $2,550,000
b. $2,600,000
c. $2,820,000
d. $2,900,000
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$204,000
10,000
30,000
180,000

24. On January 1 , 1985, Parr, Inc. purchased a machine
for $600,000 and established an annual depreciation charge
of $100,000 over a six-year life. During 1987, after issu
ing its 1986 financial statements, Parr concluded that the
machine’s operational value was permanently impaired.
It also concluded that $120,000 is a reasonable estimate
of the total amount expected to be recovered through
remaining use of the machine for the period January 1,
1987 through December 3 1 , 1989. In Parr’s December 31,
1987 balance sheet, the machine should be reported at a
carrying amount of
a. $ 80,000
b. $120,000
c. $300,000
d. $360,000

Ward records losses that result from applying the lower
of cost or market rule. At December 31, 1987, the loss
that Ward should recognize is
a. $0
b. $ 6,000
c. $14,000
d. $20,000

25. On March 1, 1987, Kay Company purchased for
$450,000 a tract of land as a factory site. An existing
building on the property was razed and construction was
begun on a new factory building in April 1987. Additional
data are available as follows:

Number 2 (Estimated tim e ----- 45 to 55 minutes)
Select the best answer for each of the following items
relating to a variety of financial accounting problems.
Items to be Answered
21. Ward Distribution Company has determined its
December 3 1 , 1987 inventory on a FIFO basis at $200,000.
Information pertaining to that inventory follows:
Estimated selling price
Estimated cost of disposal
Normal profit margin
Current replacement cost

22. On January 1, 1986, Poe Company adopted the
dollar-value LIFO inventory method. Poe’s entire inven
tory constitutes a single pool. Inventory data for 1986 and
1987 are as follows:

Date
1/1/86
12/31/86
12/31/87

Inventory
at current
year cost
$150,000
220,000
276,000

Inventory
at base
year cost
$150,000
200,000
230,000

Cost of razing old building
Title insurance and legal fees
to purchase land
Architect’s fees
New building construction cost

Relevant
price
index
1.00
1.10
1.20

•

30,000
95,000
1,850,000

26. On July 1 , 1987, Kemp Company leased office space
for five years at $15,000 a month. On that date, Kemp
paid the lessor the following amounts:

23. During 1987, Fox Company made the following ex
penditures relating to plant machinery and equipment:

•

60,000

The capitalized cost of the completed factory building
should be
a. $2,005,000
b. $1,975,000
c. $1,945,000
d. $1,910,000

Poe’s LIFO inventory value at December 31, 1987 is
a. $230,000
b. $236,000
c. $241,000
d. $246,000

•

$

Rent security deposit
First month’s rent
Last month’s rent
Nonrefundable reimbursement to
lessor for modifications to the
leased premises

Renovation of a group of machines at a cost of
$50,000 to secure greater efficiency in production over
their remaining five-year useful lives. The project was
completed on December 31, 1987.
Continuing, frequent, and low cost repairs at a cost
of $35,000.
A broken gear on a machine was replaced at a cost
of $5,000.

$ 35,000
15,000
15,000
90,000
$155,000

Kemp made timely rental payments August 1 through
December 1, 1987. What portion of the payments to the
lessor should Kemp have recognized as deferred to years
beyond 1987?
a. $140,000
b. $131,000
c. $125,000
d. $ 50,000

What total amount should be charged to repairs and
maintenance in 1987?
a. $35,000
b. $40,000
c. $85,000
d. $90,000
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27. Frey Corp. incurred $175,000 of research and
development costs in its laboratory to develop a patent
granted on January 2, 1984. Legal fees and other costs
associated with registration of the patent totaled $35,000.
On April 25, 1988, Frey paid $50,000 for legal fees in a
successful defense of the patent. The total amount capi
talized for this patent through April 25, 1988 should be
a. $260,000
b. $210,000
c. $ 85,000
d. $ 35,000

30. Glen Corp. had the following data relating to its
defined benefit pension plan at December 31, 1987:
Projected benefit obligation
Accumulated benefit obligation
Total fair value of plan assets

Glen chose early adoption of the FASB Statement on
Employers’ Accounting for Pensions for the year ended
December 31, 1986. In its December 31, 1987 balance
sheet, Glen should report a minimum liability relating to
the pension plan of
a. $ 500,000
b. $1,000,000
c. $1,500,000
d. $3,500,000

28. The balance in Reed Company’s accounts payable
account at December 31, 1987 was $1,225,000 before the
following information was considered:
•

•

Goods shipped F.O.B. destination on December 21,
1987 from a vendor to Reed were lost in transit. The
invoice cost of $45,000 was not recorded by Reed. On
December 28, 1987, Reed notified the vendor of the
lost shipment.
Goods were in transit from a vendor to Reed on
December 3 1 , 1987. The invoice cost was $60,000, and
the goods were shipped F.O.B. shipping point on
December 28, 1987. Reed received the goods on
January 6, 1988.

31. Hart Company sells subscriptions to a specialized
directory that is published semiannually and shipped to
subscribers on April 15 and October 15. Subscriptions
received after the March 31 and September 30 cutoff dates
are held for the next publication. Cash from subscribers
is received evenly during the year, and is credited to de
ferred revenues from subscriptions. Data relating to 1987
are as follows:

What amount should Reed report as accounts payable in
its December 31, 1987 balance sheet?
a. $1,330,000
b. $1,285,000
c. $1,270,000
d. $1,225,000

Deferred revenues from
subscriptions, balance 12/31/86
Cash receipts from subscribers

•
•

$1,500,000
7,200,000

In its December 3 1 , 1987 balance sheet, Hart should report
deferred revenues from subscriptions of
a. $1,800,000
b. $3,300,000
c. $3,600,000
d. $5,400,000

29. On September 1 , 1987, Howe Corp. offered special
termination benefits to employees who had reached the
early retirement age specified in the company’s pension
plan. The termination benefits consisted of lump-sum and
periodic future payments. Additionally, the employees
accepting the company offer receive the usual early retire
ment pension benefits. The offer expired on November
30, 1987. Actual or reasonably estimated amounts at
December 31, 1987 relating to the employees accepting
the offer are as follows:
•

$4,000,000
3,500,000
2,500,000

32. On December 3 1 , 1987, Ruhl Corp. sold equipment
to Dorr and simultaneously leased it back for three years.
The following data pertain to the transaction at this date:

Lump-sum payments totaling $475,000 were made on
January 1, 1988.
Periodic payments of $60,000 annually for three years
will begin January 1, 1989. The present value at
December 3 1 , 1987, o f these payments was $155,000.
Reduction of accrued pension costs at December 31,
1987 for the terminating employees was $45,000.

Sales price
Carrying amount
Present value of lease rentals
($2,000 for 36 months @ 12%)
Estimated remaining useful life

In its December 31, 1987 balance sheet, Howe should
report a total liability for special termination benefits of
a. $475,000
b. $585,000
c. $630,000
d. $655,000

$220,000

150,000
60,800
10 years

At December 3 1 , 1987, what amount should Ruhl report
as deferred revenue from the sale of the equipment?
a. $0
b. $ 9,200
c. $60,800
d. $70,000
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36. On December 3 0 , 1986, Drew Co. leased equipment
under a capital lease for a period of 10 years. It contracted
to pay $90,000 annual rent on December 3 1 , 1986 and on
December 31 of each of the next 9 years. The capital lease
liability was appropriately recorded at $608,400 on
December 30, 1986, before the first payment. The leased
equipment has a useful life of 12 years and the interest
rate implicit in the lease is 10%. Drew uses the straightline method in depreciating all equipment. In recording
the December 3 1 , 1987 payment, Drew should reduce the
capital lease liability by
a. $38,160
b. $50,700
c. $51,840
d. $60,840

33. North, Inc. uses the equity method of accounting
for its 50% investment in Mill C orp.’s common stock.
During 1987, Mill reported earnings of $600,000 and paid
dividends of $200,000. Assume that; (1) all undistributed
earnings of Mill will be distributed as dividends in future
periods, (2) the dividends received from Mill are eligible
for the 80% dividends received deduction, and (3) North’s
income tax rate is 30%. The change in the amount of
deferred income tax to be reported by North for 1987 is
a. $0
b. $12,000
c. $24,000
d. $60,000
34. Purl Company began operations on January 1 , 1985.
It recognizes income from construction-type contracts
under the percentage-of-completion method for financial
reporting. However, on its income tax returns, Purl appro
priately reports revenues under the completed-contract
method. Information concerning income recognition
under each method is as follows;
Year
1985
1986
1987

Percentage o f
completion
$450,000
675,000
825,000

37. On April 1, 1988, Greg Corp. issued, at 99 plus
accrued interest, 200 of its 8%, $1,000 bonds. The bonds
are dated January 1, 1988, mature on January 1, 1998,
and pay interest on July 1 and January 1. Greg paid bond
issue costs of $7,000. From the bond issuance, Greg re
ceived net cash of
a. $202,000
b. $198,000
c. $195,000
d. $191,000

Completed
contract
$0
425,000
925,000

38. On April 30, 1988, Witt Corp. had outstanding
8%, $1,000,000 face amount, convertible bonds matur
ing on April 30, 1992. Interest is payable on April 30 and
October 31. On April 3 0 , 1988, all these bonds were con
verted into 40,000 shares of $20 par common stock. On
the date of conversion:

For all years, assume the income tax rate is 30% and there
are no other timing differences. For 1987 Purl should
record an increase (decrease) in the liability for deferred
taxes account of
a. $165,000
b. $ 70,000
c. ($ 30,000)
d. ($100,000)

•
•
•

Under the book value method, what amount should Witt
record as a loss on conversion of bonds?
a. $150,000
b. $110,000
c. $ 30,000
d. $0

35. On January 31, 1988, Clay Company leased a new
machine from Saxe Corp. The following data relate to the
lease transaction at the inception of the lease;
Lease term
Annual rental payable at
beginning of each lease year
Useful life of machine
Implicit interest rate
Present value of an annuity of 1 in
advance for 10 periods at 10%
Present value of annuity of 1 in
arrears for 10 periods at 10%
Fair value of the machine

Unamortized bond discount was $30,000.
Each bond had a market price of $1,080.
Each share of stock had a market price of $28.

10 years
$ 50,000
15 years
10%

39. On May 1, 1988, Hill Corp. issued $2,000,000,
20-year, 10% bonds for $2,120,000. Each $1,000 bond
had a detachable warrant eligible for the purchase of one
share of Hill’s $50 par common stock for $60. Immediately
after bonds were issued, Hill’s securities had the follow
ing market values:

6.76
6.15
$400,000

10% bond without warrant
Warrant
Common stock, $50 par

The lease has no renewal option, and the possession of
the machine reverts to Saxe when the lease terminates. At
the inception of the lease, Clay should record a lease liabil
ity of
a. $400,000
b. $338,000
c. $307,500
d. $0

$1,040

20
56

What amount should Hill credit to premium on bonds
payable?
a. $120,000
b. $ 80,000
c. $ 40,000
d. $0
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40. Dix Company includes in packages of its products
coupons that may be presented at retail stores to obtain
discounts on other Dix products. Retailers are reimbursed
for the face amount of coupons redeemed plus 10% of
that amount for handling costs. Dix honors requests for
coupon redemption by retailers up to three months after
the consumer expiration date. Dix estimates that 70% of
all coupons issued will ultimately be redeemed. Informa
tion relating to coupons issued by Dix during 1987 is as
follows;
Consumer expiration date
Total face amount of coupons issued
Total payments to retailers as of 12/31/87

43. On January 5, 1988, Sardi Minerals Corp. declared
a cash dividend of $600,000 to stockholders of record on
January 2 1 , 1988, and payable on February 11, 1988. The
dividend is permissible under the laws of Sardi’s state of
incorporation. The following data pertain to 1987:
Net income for year ended 12/31/87
Additional paid-in capital, 12/31/87
Retained earnings, 12/31/87

The $600,000 dividend includes a liquidating dividend of
a. $0
b. $175,000
c. $410,000
d. $485,000

12/31/87
$300,000
110,000

What amount should Dix report as a liability for
unredeemed coupons at December 31, 1987?
a. $154,000
b. $121,000
c. $100,000
d. $0

44. Kent, Inc. has been forced into bankruptcy and has
begun to liquidate. Unsecured claims will be paid at the
rate of 40 cents on the dollar. Apex Co. holds a noninterest
bearing note receivable from Kent in the amount of
$100,000, collateralized by machinery with a liquidation
value of $25,000. The total amount to be realized by Apex
on this note receivable is
a. $25,000
b. $40,000
c. $55,000
d. $65,000

Number 3 (Estimated tim e ----- 45 to 55 minutes)
Select the best answer for each of the following items
relating to a variety of financial accounting problems.
Items to be Answered

45. Tara Company reported revenue of $1,980,000 in
its income statement for the year ended December 31,
1987. Additional information was as follows:

41. On December 3 1 , 1987, Beal Company was involved
in a tax dispute with the IRS. Beal’s tax counsel believed
that an unfavorable outcome was probable and a reason
able estimate of additional taxes was $550,000, with a
chance that the additional taxes could be as much as
$850,000. After the 1987 financial statements were issued,
Beal accepted an IRS settlement offer of $650,000. What
amount of additional taxes should have been charged to
income in 1987?
a. $850,000
b. $650,000
c. $550,000
d. $0

Accounts receivable
Allowance for doubtful
accounts

12/31/86
$415,000

12/31/87
$550,000

25,000

40,000

No uncollectible accounts were written off during 1987.
Had the cash basis of accounting been used instead, Tara
would have reported receipts for 1987 of
a. $2,115,000
b. $1,885,000
c. $1,860,000
d. $1,845,000

42. Park Corp.’s stockholders’ equity accounts at
December 31, 1987 were as follows:
Common stock, $20 par
Additional paid-in capital
Retained earnings

$190,000
675,000
425,000

46. A personal injury liability suit for $500,000 was
brought against Ashe Corp. during 1987. Ashe’s manage
ment and counsel concluded that it is reasonably possible
that Ashe will be responsible for damages, and that
$150,000 is a reasonable estimate of the damages. In Ashe’s
December 3 1 , 1987 financial statements, how should this
item be reported?
a. No disclosure in the financial statements or ac
crual is required.
b. As an accrued liability of $150,000 and as a
disclosure in the financial statements indicating
the exposure to an additional amount of loss up
to $350,000.
c. As an accrued liability of $150,000 only.
d. A s a disclosure only in the financial statements
indicating the possible loss of $150,000.

$8,000,000
2,550,000
1,275,000

All shares of common stock outstanding at December 31,
1987 were issued in 1984 for $26 a share. On January 4,
1988, Park reacquired 20,000 shares of its common stock
at $24 a share and retired them. Immediately after the
shares were retired, the balance in additional paid-in
capital would be
a. $2,430,000
b. $2,470,000
c. $2,510,000
d. $2,590,000
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51. Wren Company had the following account balances
at December 31, 1987:

47. On September 1 , 1987, Bain Corp. received an order
for equipment from a foreign customer for 300,000 local
currency units (LCU) when the U.S. dollar equivalent was
$96,000. Bain shipped the equipment on October 15, 1987,
and billed the customer for 300,000 LCU when the U.S.
dollar equivalent was $100,000. Bain received the cus
tomer’s remittance in full on November 16, 1987, and sold
the 300,000 LCU for $105,000. In its income statement
for the year ended December 3 1 , 1987, Bain should report
a foreign exchange gain of
a. $0
b. $4,000
c. $5,000
d. $9,000

•
•

$530,000
10,000
160,000
215,000
40,000

a.
b.
c.
d.

Percentage o f
credit sales
$51,000
$51,000
$35,000
$35,000

Percentage o f
accounts receivable
$45,000
$29,000
$45,000
$29,000

52. On October 1, 1987, Dean Company leased office
space at a monthly rental of $30,000 for 10 years expiring
September 3 0 , 1997. As an inducement for Dean to enter
into the lease, the lessor permitted Dean to occupy the
premises rent-free from October 1 to December 3 1 , 1987.
For the year ended December 3 1 , 1987, Dean should record
rent expense of
a. $0
b. $29,250
c. $87,750
d. $90,000

49. At December 31, 1987, Cobb Company had a
$695,000 balance in its advertising expense account before
any year-end adjustments relating to the following:

•

Based on credit sales at 2%
Based on accounts receivable at 5%

What amount should Wren charge to doubtful accounts
expense under each method?

Dell’s 1987 cost of goods sold is
a. $465,000
b. $475,000
c. $505,000
d. $585,000

•

16,000
1,750,000

Wren is considering the following methods of estimating
doubtful accounts expense for 1987:

48. The following information is available from Dell
Company’s 1987 accounting records:
Purchases
Purchase discounts
Beginning inventory
Ending inventory
Freight-out

$ 900,000

Accounts receivable
Allowance for doubtful accounts
(before any provision for 1987
doubtful accounts expense)
Credit sales for 1987

Included in the $695,000 is $80,000 for printing sales
catalogs for a January 1988 sales promotional
campaign.
Television advertising spots telecast during December
1987 were billed to Cobb on January 2, 1988. The
invoice cost of $45,000 was paid on January 1 1 , 1988.

53. Mr. and Mrs. Gasson own 100% of the common
stock of Able Corp. and 90% of the common stock of
Baker Corp. Able previously paid $4,000 for the remain
ing 10% interest in Baker. The condensed December 31,
1987 balance sheets of Able and Baker are as follows:

Cobb’s advertising expense for the year ended December
31, 1987 should be
a. $740,000
b. $660,000
c. $615,000
d. $570,000

Assets
Liabilities
Common stock
Retained earnings

50. On March 31, 1988, Winn Company traded in an
old machine having a carrying amount of $16,800, and
paid a cash difference of $6,000 for a new machine hav
ing a total cash price of $20,500. On March 3 1 , 1988, what
amount of loss should Winn recognize on this exchange?
a. $0
b. $2,300
c. $3,700
d. $6,000

Able
$600,000

Baker
$60,000

$200,000
100,000

$30,000

300,000
$600,000

10,000

20,000

$60,000

In a combined balance sheet of the two corporations at
December 31, 1987, what amount should be reported as
total stockholders’ equity?
a. $430,000
b. $426,000
c. $403,000
d. $400,000
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54, On March 15, 1987, Rex Company paid property
taxes of $180,000 on its factory building for calendar year
1987. On April 1, 1987, Rex made $300,000 in unantici
pated repairs to its plant equipment. The repairs will
benefit operations for the remainder of the calendar year.
What total amount of these expenses should be included
in Rex’s quarterly income statement for the three months
ended June 30, 1987?
a. $ 75,000
b. $145,000
c. $195,000
d. $345,000

Items 58 and 59 are based on the following information:
Towne Systems Corp. was a development stage enter
prise from October 10, 1985 (inception) to December 31,
1986. The year ended December 31, 1987 is the first year
in which Towne is an established operating enterprise. The
following are among the costs incurred by Towne:
For the
For the
period 10/10/85 year ended
to 12/31/86
12/31/87
Leasehold improvements,
equipment, and furniture
Security deposits
Research and development
Laboratory operations
General and administrative

55. Bart C orp.’s accounting records had the following
data relating to cost of goods sold for 1987:

Inventory, 1/1/87
Production during 1987
Inventory, 12/31/87
Cost of goods sold

Am ount
$ 530,000
2,790,000
3,320,000
945,000
$2,375,000

Units
20,000
90,000
110,000
30,000
80,000

$150,000
15,000
450,000
275,000
400,000

58. For the period ended December 3 1 , 1986, what total
amount of the costs incurred should Towne have capital
ized?
a. $1,060,000
b. $1,810,000
c. $1,985,000
d. $2,235,000

unit was $30 at January
1, 1987, and $36 at December 31, 1987. In Bart’s volun
tary supplementary information for 1987, the cost of goods
sold restated into average current cost would be
a. $2,490,000
b. $2,520,000
c. $2,580,000
d. $2,640,000

59. For the year ended December 31, 1987, what total
amount of the costs incurred should Towne have capital
ized?
a. $875,000
b. $615,000
c. $165,000
d. $150,000

56. For the year ended December 31, 1987, Colt Corp.
has a loss carryforward of $180,000 available to offset
future taxable income. At December 3 1 , 1987, realization
of the tax benefit of the carryforward is probable, but not
assured beyond any reasonable doubt. Assume an income
tax rate of 30%. What amount of the tax benefit should
be reported in Colt’s 1987 income statement?
a. $180,000
b. $126,000
c. $ 54,000
d. $0

60. On December 3 1 , 1987, Mr. and Mrs. Blake owned
a parcel of land held as an investment. The land was
purchased for $95,000 in 1980, and was encumbered by
a mortgage with a principal balance of $60,000 at
December 3 1 , 1987. On this date the fair value of the land
was $150,000. In the Blakes’ December 3 1 , 1987 personal
statement of financial condition, at what amount should
the land investment and mortgage payable be reported?

57. Selected information for Cain Corp. for the year
ended December 31, 1987 follows:
Average days’ sales in inventories
Average days’ sales in accounts receivable

$1,000,000
60,000
750,000
175,000
250,000

124
48
a.
b.
c.
d.

The average number of days in the operating cycle for 1987
was
a. 172
b. 124
86
c.
d.
76
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Land
investment
$150,000
$ 95,000
$ 90,000
$ 35,000

Mortgage
payable
$60,000
$60,000
$0
$0
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Number 4 (Estimated tim e----- 45 to 55 minutes)

Number 5 (Estimated tim e----- 40 to 50 minutes)

Fay, Inc. finances its capital needs approximately
one-third from long-term debt and two-thirds from equity.
At December 3 1 , 1986, Fay had the following liability and
equity account balances:

Among the account balances of Rowe Corp. at
December 31, 1986, are the following:
Patent, net of accumulated patent
amortization
$245,000
Installment contract receivable, including
current portion
720,000
In its year-end financial statements, Rowe reports as other
noncurrent assets all assets that are not classified as prop
erty, plant, and equipment or as current assets. Relevant
transactions and other information for 1987 were as follows:
• The patent was purchased from Lake Co. for $315,000
on September 1, 1983. On that date the remaining legal
life was 15 years, which was also determined to be the
useful life.
• The installment contract receivable represents the
balance of the consideration received from the sale of a
factory building to Pitt Co. on March 31, 1985, for
$1,200,000. Pitt made a $300,000 down payment and
signed a five-year 13% note for the $900,000 balance. The
first of equal annual principal payments of $180,000 was
received on March 3 1 , 1986, together with interest to that
date. The note is collateralized by the factory building with
a fair value of $1,000,000 at December 31, 1986, and
December 31, 1987. The 1987 payment was received on time.
• On January 2, 1987, Rowe purchased a trademark
from Kerr Corp. for $250,000. Rowe considers the life
of the trademark to be indefinite. The trademark will be
amortized over the maximum period allowable.
• On May 1 , 1987, Rowe sold the patent to Strand Co.
in exchange for a $500,000 noninterest bearing note due
on May 1 , 1990. There was no established exchange price
for the patent, and the note had no ready market. The
prevailing rate of interest for a note of this type at May
1 , 1987 was 14%. The present value of 1 for three periods
at 14% is 0.675. The collection of the note receivable from
Strand is reasonably assured.
• On July 1, 1987, Rowe paid $1,880,000 for 75,000
shares of Black Corp.’s common stock, which represented
a 25% investment in Black. The fair value of all of Black’s
identifiable assets net of liabilities equals their carrying
amount of $6,400,000. Rowe has the ability to exercise
significant influence over Black’s operating and financial
policies. Rowe amortizes goodwill over a 40-year period.
The market price of Black’s common stock on December
31, 1987 was $26.50 per share.
• Black reported net income and paid dividends of:
Dividends
Net
per share
income
None
$576,000
Six months ended 6/30/87
$2.00
704,000
Six months ended 12/31/87
(Dividend was paid 11/30/87)
• Rowe and Black had no other intercompany
transactions.

11% Debenture bonds payable,
face amount
Premium on bonds payable
Common stock
Additional paid-in capital
Retained earnings
Treasury stock, at cost

$5,000,000
352,400
8 , 000,000

2,295,000
2,465,000
325,000

Transactions during 1987 and other information relating
to Fay’s liabilities and equity accounts were as follows:
• The debenture bonds were issued on December 31,
1984, for $5,378,000 to yield 10%. The bonds mature on
December 31, 1999. Interest is payable annually on
December 31. Fay uses the interest method to amortize
bond premium.
• Fay’s common stock shares are traded on the overthe-counter market. At December 31, 1986, Fay had
2,000,000 authorized shares of $10 par common stock.
• On January 15, 1987, Fay reissued 15,000 of its 25,000
shares of treasury stock for $225,000. The treasury stock
had been acquired on February 28, 1986.
• On March 2, 1987, Fay issued a 5% stock dividend
on all issued shares. The market price of Fay’s common
stock at time of issuance was $14 per share.
• On November 1, 1987, Fay borrowed $4,000,000 at
9%, evidenced by an unsecured note payable to United
Bank. The note is payable in five equal annual principal
installments of $800,000. The first principal and interest
payment is due on November 1, 1988.
• On December 31, 1987, Fay owned 10,000 shares of
Ryan Corp.’s common stock, which represented a 1%
ownership interest. Fay accounts for this marketable
equity investment as a long-term investment. The stock
was purchased on May 1, 1986, at $20 per share. The
market price was $21 per share on December 31, 1986,
and $18 per share on December 31, 1987.
•

Fay’s net income for 1987 was $2,860,000.

Required (Include formal schedules of supporting com
putations with each item referenced to correspond with
the items in the solution):
a. Prepare the long-term liabilities section of Fay’s
December 3 1 , 1987 balance sheet, including all disclosures
applicable to each obligation.
b. Prepare the stockholders’ equity section of Fay’s
December 31, 1987 balance sheet.
c. Prepare a schedule showing interest expense for
the year ended December 31, 1987.

Required:
a. Prepare a separate schedule of changes for each
of the other noncurrent asset accounts during 1987.
b. Prepare a schedule showing the revenues, gains,
and expenses relating to Rowe’s other noncurrent assets
for the year ended December 31, 1987.
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May 5, 1988; 1:30 P.M. to 6:00 P.M.

NOTE TO CANDIDATES: Suggested time allotments are as follows:
Point
Value

All questions are required:
No.
No.
No.
No.
No.

Estimated Minutes
Minimum Maximum

1
2
3
4
5

10
10
10
10
10

45
45
45
45
40

55
55
55
55
50

Total

50

220

270

INSTRUCTIONS TO CANDIDATES
(Disregard of these instructions may be considered as indicating inefficiency in accounting work.)
1.

You must arrange the papers in numerical order of
the questions. If more than one page is required for
an answer, write “ continued” at the bottom of the
page. Number pages consecutively. For instance,
if 12 pages are used for your answers, the objective
answer sheet is page 1 and your other pages should
be numbered 2 through 12.

2.

Answer all objective-type items on the printed
answer sheet provided for that purpose. It is to
your advantage to attempt all questions even if you
are uncertain of the answer. You are likely to get
the highest score if you omit no answers. Since
objective items are computer-graded, your com
ments and calculations associated with them are not
considered. Be certain that you have entered your
answers on the objective answer sheet before the
examination time is up.

3.

Support all problem-type answers with properly
labeled and legible calculations that can be identi
fied as sources of amounts in formal schedules,
entries, worksheets, or other answers, to show how
your final answer was derived. Computation sheets
should identify the question to which they relate,
be placed immediately following the answer to that
question, and be numbered in sequence with the
other pages. Failure to enclose supporting cal
culations may result in loss of grading points
because it may be impossible to determine how your
amounts were computed.

4.

A CPA is continually confronted with the necessity
of expressing opinions and conclusions in written
reports in clear, unequivocal language. Although
the primary purpose of the examination is to test
the candidate’s knowledge and application of the
subject matter, the ability to organize and present
such knowledge in acceptable written language may
be considered by the examiners.

Prepared by the Board o f Examiners o f the American Institute o f Certified Public Accountants
and adopted by the examining boards o f all states, the District o f Columbia, Guam,
Puerto Rico, and the Virgin Islands o f the United States.
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Instructions

3. In 1970, Betty Lane bought 100 shares of a listed
corporation’s stock for $8,000. In 1987, Betty sold this
stock for $15,000. Betty had no other capital gains or losses
in 1987. How much of the 1987 long-term capital gain
should be included in Betty’s 1987 taxable income?
a. $2,800
b. $3,500
c. $4,200
d. $7,000

Questions Number 1, 2, and 3 each consist of 20 multiple
choice items. Select the best answer for each of the items.
Use a soft pencil, preferably No. 2, to blacken the
appropriate circle on the separate printed answer sheet
to indicate your answer. Mark only one answer for each
item. Answer ail items. Your grade will be based on the
total number of your correct answers for each question.
The following is an example of the manner in which
the answer sheet should be marked;

4. For a married couple filing a 1987 joint return, the
excess of net long-term capital loss over net short-term
capital gain is
a. Reduced by 50% before being deducted from
ordinary income.
b. Limited to a maximum deduction of $3,000
from ordinary income.
c. Allowed as a carryover against future capital
gains up to a maximum period of five years.
d. Not deductible from ordinary income.

Item
97. Gross billings for merchandise sold by Baker Com
pany to its customers last year amounted to $5,260,000;
sales returns and allowances reduced the amounts owed
by $160,000. How much were net sales last year for Baker
Company?
a. $4,800,000
b. $5,100,000
c. $5,200,000
d. $5,260,000

5. Al and Iris Oran, who are married, received $10,000
in 1987 as dividends from taxable domestic corporations.
In the Orans’ 1987 joint return, the amount of these
dividends subject to tax is
a. $10,000
b. $ 9,900
c. $ 9,800
d. $ 8,500

Answer Sheet
97.

Number 1 (Estimated tim e----- 45 to 55 minutes)
Select the best answer for each of the following items
relating to the federal taxation of individuals, estates, and
trusts. The answers should be based on the Internal
Revenue Code and Tax Regulations in effect for the tax
period specified in the item. If no tax period is specified,
use the current Internal Revenue Code and Tax
Regulations.

6. During 1987, Ruth Loy received interest income as
follows:
On U.S. Treasury certificates
On refund of 1985 federal income tax

$3,000
200

The total amount of interest subject to tax in Ruth’s 1987
return is
a. $0
b. $ 200
c. $3,000
d. $3,200

Items to be Answered
1. John Budd is single, with no dependents. During
1987, John received wages of $11,000 and state unemploy
ment compensation benefits of $2,000. He had no other
source of income. The amount of state unemployment
compensation benefits that should be included in John’s
1987 adjusted gross income is
a. $2,000
b. $1,000
c. $ 500
d. $0

7. The unreimbursed 1987 employee travel expenses of
an outside salesperson are
a. Fully deductible from gross income in arriving
at adjusted gross income.
b. Deductible only as miscellaneous itemized
deductions subject to a 2% floor.
c. Fully deductible only as miscellaneous itemized
deductions.
d. Not deductible.

2. In 1987, Emil Gow won $5,000 in a state lottery. Also
in 1987, Emil spent $400 for the purchase of lottery tickets.
Emil elected the standard deduction on his 1987 income
tax return. The amount of lottery winnings that should
be included in Emil’s 1987 taxable income is
a. $0
b. $2,000
c. $4,600
d. $5,000

8. The maximum allowable credit for political contribu
tions on a 1987 joint return is
a. $100
b. $ 50
c. $ 25
d. $0
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9,
Gary Judd is an individual proprietor trading as Lake
Stores, an accrual basis enterprise that had been using the
reserve method for determining bad debt expense for both
book and tax purposes. At December 31, 1986, Lake’s
allowance for doubtful accounts (“ bad debt reserve’’) was
$20,000. In Lake’s 1987 budget, it was estimated that
$3,000 of trade accounts receivable would become worth
less in 1987. However, actual bad debts amounted to
$4,000 in 1987. In Lake’s 1987 Schedule C of Form 1040,
Lake is allowed
a. A $4,000 deduction for bad debts, but must also
include $5,000 of the “ reserve’’ in taxable
income.
b. A $4,000 deduction for bad debts, and does not
have to include any portion of the “ reserve’’ in
taxable income.
c. No deduction for bad debts since these bad debts
should be charged against the “ reserve.’’
d. A $ 1,000 deduction for bad debts, which is the
excess of actual bad debts over the amount
estimated.

13. The unreimbursed moving expenses of an employee
who takes a new job 100 miles away from a previous
residence and place of employment are
a. Fully deductible from gross income in arriving
at adjusted gross income.
b. Deductible only as miscellaneous itemized de
ductions subject to a 2% floor.
c. Fully deductible only as miscellaneous itemized
deductions.
d. Not deductible.

10. An employee who has had social security tax withheld
in an amount greater than the maximum for a particular
year, may claim
a. The excess as a credit against income tax, if that
excess was withheld by one employer.
b. The excess as a credit against income tax, if that
excess resulted from correct withholding by two
or more employers.
c. Reimbursement of such excess from his
employers if that excess resulted from correct
withholding by two or more employers.
d. Such excess as either a credit or an itemized
deduction, at the election of the employee, if that
excess resulted from correct withholding by two
or more employers.

15. Paul and Lois Lee, both age 50, are married and filed
a joint return for 1987. Their 1987 adjusted gross income
was $80,000, including Paul’s $75,000 salary. Lois had
no income of her own. Neither spouse was covered by an
employer-sponsored pension plan. What amount could
the Lees contribute to IRAs for 1987 to take advantage
of their maximum allowable IRA deduction in their 1987
return?
a. $0
b. $2,000
c. $2,250
d. $4,000

14. Alan Curtis, who is single, had an adjusted gross
income of $40,000 in 1987, and he used the standard de
duction in his 1987 return. During 1987, Alan contributed
$300 to the building fund of State University. What
amount was deductible for contributions in Alan’s 1987
return?
a. $0
b. $ 50
c. $100
d. $300

16. Eric Kay, age 59, is single and has no dependents.
In 1988, Eric sold his personal residence for the net amount
of $300,000 after all selling expenses. He bought the house
in 1960 and occupied it until sold. The house had a basis
of $100,000 on the date of sale. Eric moved into a rental
apartment and does not intend to buy another residence.
What is the maximum portion of the gain on sale of the
residence that Eric may exclude from his 1988 taxable
income?
a. $0
b. $ 62,500
c. $125,000
d. $200,000

11. Ben and Doris Carr are married and filed a joint 1987
return. Ben is 72 and blind. Doris is 70 and has normal
vision. How many personal exemptions may the Carrs
claim on their 1987 return?
a. 2
b. 3
c. 4
d. 5

12. If both a husband and wife are wage earners and file
a 1987 joint return, a two-earner wage deduction may be
claimed
a. As an exclusion in arriving at adjusted gross
income.
b. As a special deduction from adjusted gross
income.
c. As a miscellaneous itemized deduction subject
to a 2% floor.
d. Under no circumstances.

17.
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All trusts, except tax exempt trusts,
a. Must adopt a calendar year, except for existing
trusts with fiscal years ended in 1987.
b. May adopt a calendar year or any fiscal year.
c. Must adopt a calendar year regardless of the year
the trust was established.
d . Must use the same taxable year as that of its prin
cipal beneficiary.

Accounting Practice — Part II
18.

For income tax purposes, all estates
a. Must adopt a calendar year, except for existing
estates with fiscal years ended in 1987.
b. May adopt a calendar year or any fiscal year.
c. Must adopt a calendar year regardless of the year
the estate was established.
d . Must use the same taxable year as that of its prin
cipal beneficiary.

19.

With regard to estimated income tax, estates
a. Must make quarterly estimated tax payments
starting no later than the second quarter follow
ing the one in which the estate was established.
b. Are exempt from paying estimated tax during
the estate’s first two taxable years.
c. Must make quarterly estimated tax payments
only if the estate’s income is required to be
distributed currently.
d . Are not required to make payments of estimated
tax.

20.

23. During 1987, Marb Corp. had net long-term capital
losses of $7,000, net short-term capital gains of $3,000,
gains of $1,500 on the sale of Section 1231 property, and
losses of $2,000 on the sale of Section 1245 property. There
was no capital loss carryforward from prior years. The
capital gains deduction for 1987 was
a. $0
b. $1,000
c. $1,500
d. $4,500
24. If a corporation’s charitable contributions exceed
the limitation for deductibility in a particular year, the
excess
a. May be carried back to the third preceding year.
b. May be carried forward to a maximum of five
succeeding years.
c. May be carried back or forward for one year
at the corporation’s election.
d. Is not deductible in any future or prior year.

A complex trust is a trust that
a. Must distribute income currently, but is pro
hibited from distributing principal during the
taxable year.
b . Invests only in corporate securities and is prohib
ited from engaging in short-term transactions.
c. Permits accumulation of current income, pro
vides for charitable contributions, or distributes
principal during the taxable year.
d . Is exempt from payment of income tax since the
tax is paid by the beneficiaries.

25. With regard to the deduction for bad debts in 1988,
corporations that are not financial institutions
a. May take a deduction for a reasonable addition
to a “ reserve” for bad debts, if the reserve
method was consistently used in prior years.
b. May change from the direct charge-off method
to the reserve method, if approval is requested
from the IRS.
c. Must use the direct charge-off method rather
than the reserve method.
d . May elect either the reserve method or the direct
charge-off method, if the election is made in the
corporation’s first taxable year.

Number 2 (Estimated tim e----- 45 to 55 minutes)
Select the best answer for each of the following items
relating to the federal taxation of corporations, partner
ships, and exempt organizations. The answers should be
based on the Internal Revenue Code and Tax Regulations
in effect for the tax period specified in the item. If no tax
period is specified, use the current Internal Revenue Code
and Tax Regulations.

26. In 1987, Roe Corp. purchased and placed in service
a machine to be used in its manufacturing operations. This
machine cost $201,000. What portion of the cost may Roe
elect to treat as an expense rather than as a capital
expenditure?
a. $0
b. $ 9,000
c. $10,000
d. $20,100

Items to be Answered
21. For dividends received in 1988 by a corporate
shareholder from an unaffiliated taxable domestic
corporation, the dividends received deduction is
a.
0%
b.
80%
c.
85%
d. 100%

27. For the year ended December 3 1 , 1987, Dodd Corp.
had net income per books of $100,000. Included in the
computation of net income were the following items:
Provision for federal income tax
Net long-term capital loss
Keyman life insurance premiums
(corporation is beneficiary)

22. During 1987, Ral Corp. exchanged 5,000 shares of
its own $10 par common stock for land with a fair market
value of $75,000. As a result of this exchange, Ral should
report in its 1987 tax return
a. $25,000 Section 1245 gain.
b. $25,000 Section 1231 gain.
c. $25,000 ordinary income.
d. No gain.

Dodd’s
a.
b.
c.
d.
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1987 taxable income was
$127,000
$130,000
$132,000
$135,000

$27,000
5,000
3,000

Examination Questions — May 1988
28.

34. In 1987, Dr. James Pyle, a cash basis taxpayer,
incorporated his dental practice. No liabilities were
transferred. The following assets were transferred to the
corporation:

Consolidated returns may be filed
a. Either by parent-subsidiary corporations or by
brother-sister corporations.
b. Only by corporations that formally request ad
vance permission from the IRS.
c. Only by parent-subsidiary affiliated groups.
d. Only by corporations that issue their financial
statements on a consolidated basis.

Cash (checking account)
Equipment
Adjusted basis
Fair market value

29. Except for transition property, qualified progress ex
penditures, and qualified timber property, the regular 10%
investment tax credit
a. Is repealed for property placed in service after
December 31, 1985.
b. Can be carried forward up to a maximum of 18
years.
c. Can be claimed only if the asset’s estimated
useful life is at least three years.
d. Is available only if the asset qualifies as five-year
accelerated cost recovery system property.
30. To
tion can
a.
b.
c.
d.
31.

32.

$ 1,000

60,000
68,000

Immediately after the transfer, Pyle owned 100% of the
corporation’s stock. The corporation’s total basis for the
transferred assets is
a. $69,000
b. $68,000
c. $61,000
d. $60,000

35. On December 31, 1987, Gail Raff received a 10%
interest in the capital of Cole & Co., a partnership, for
past services rendered. Cole’s net assets at December 31
had a basis of $70,000 and a fair market value of $100,000.
How much ordinary income should Gail include in her
1987 return for the partnership interest transferred to her
by the other partners?
a. $0
b. $ 3,000
c. $ 7,000
d. $10,000

be eligible for S corporation status, a corpora
Not have a decedent’s estate as a stockholder.
Not have a bankruptcy estate as a stockholder.
Have both voting and nonvoting common stock
issued and oustanding.
Not have more than 25 stockholders.

The personal holding company tax
a . Qualifies as a tax credit that may be used by part
ners or stockholders to reduce their individual
income taxes.
b. May be imposed on both corporations and
partnerships.
c. Should be self-assessed by filing a separate
schedule with the regular tax return.
d. May be imposed regardless of the number of
equal stockholders in a corporation.

36. Dunn and Shaw are partners who share profits and
losses equally. In the computation of the partnership’s
1987 book income of $100,000, guaranteed payments to
partners totaling $60,000 and charitable contributions
totaling $1,000 were treated as expenses. What amount
should be reported as ordinary income on the partnership’s
1987 return?
a. $100,000
b. $101,000
c. $160,000
d. $161,000

The accumulated earnings tax does not apply to
a. C orporations that have more than 100
stockholders.
b. Personal holding companies.
c. Corporations filing consolidated returns.
d. Corporations that have more than one class of
stock.

37. On November 1, 1987, Kerry and Payne, each of
whom was a 20% partner in the calendar-year partner
ship of Roe Co., sold their partnership interests to Reed,
who was a 60% partner. For tax purposes, the Roe Co.
partnership
a. Was terminated as of November 1, 1987.
b. Was terminated as of December 31, 1987.
c. Continues in effect until a formal partnership
dissolution notice is filed with the IRS.
d. Continues in effect until a formal partnership
dissolution resolution is filed in the office of the
county clerk where Roe Co. had been doing
business.

33. In 1987, Dave Burr acquired a 20% interest in a part
nership by contributing a parcel of land. At the time of
Burr’s contribution, the land had a fair market value of
$35,000, an adjusted basis to Burr of $8,000, and was sub
ject to a mortgage of $12,000. Payment of the mortgage
was assumed by the partnership. Burr’s basis for his in
terest in the partnership is
a. $0
b. $ 5,600
c. $ 8,000
d. $23,000
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38. An exempt organization subject to tax on its 1988
unrelated business income
a. Must comply with the Code provisions regard
ing installment payments of estimated income
tax by corporations.
b. Must pay at least 50% of the tax due as shown
on the return when filed, with the balance of tax
payable six months later.
c. May defer payment of the tax for up to nine
months following the due date of the return.
d. May elect to make installment payments of
estimated tax but is not required to do so.

42. During 1987, Pine City recorded the following re
ceipts from self-sustaining activities paid for by users of
the services rendered:
Municipal bus system
Operation of water supply
and sewerage plant

1,800,000

What amount should be accounted for in Pine’s enter
prise funds?
a. $2,800,000
b. $1,800,000
c. $1,000,000
d. $0

39. A condominium management association wishing
to be treated as a homeowners association and to qualify
as an exempt organization for a particular year
a. Need not file a formal election.
b. Must file an election as of the date the associa
tion was organized.
c. Must file an election at the beginning of the
association’s first taxable year.
d. Must file a separate election for each taxable
year no later than the due date of the return for
which the election is to apply.

43. Grove County collects property taxes levied within
its boundaries and receives a 1 fee for administering
these collections on behalf of the municipalities located
in the county. In 1987, Grove collected $1,000,000 for its
municipalities and remitted $990,000 to them after
deducting fees of $10,000. In the initial recording of the
1% fee. Grove’s agency fund should credit
a. Fund balance — agency fund, $10,000.
b. Fees earned — agency fund, $10,000.
c. Due to Grove County general fund, $10,000.
d. Revenues control, $10,000.

40. An organization wishing to qualify as an exempt
organization
a. Is prohibited from issuing capital stock.
b. Is limited to three prohibited transactions a year.
c. Must not have non-U.S. citizens on its govern
ing board.
d. Must be of a type specifically identified as one
of the classes on which exemption is conferred
by the Code.

Items 44 through 50 are based on the following information:
Maple Township uses encumbrance accounting, and
formally integrates its budget into the accounting records
for its general fund. For the year ending June 30, 1988,
the Township Council adopted a budget comprising
estimated revenues of $10,000,000, appropriations of
$9,000,000, and an estimated transfer of $300,000 to the
debt service fund. The following additional information
is provided:

Number 3 (Estimated time — 45 to 55 minutes)
Select the best answer for each of the following items
relating to a variety of not-for-profit and governmental
accounting problems.

•

Items to be Answered

•

41. The following items were among Wood Township’s
expenditures from the general fund during the year ended
June 30, 1987:

•

Furniture for Township Hall
Minicomputer for tax collector’s office

$1,000,000

$10,000
15,000

The amount that should be classified as fixed assets in
W ood’s general fund balance sheet at June 30, 1987 is
a. $25,000
b. $15,000
c. $10,000
d. $0
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For the month of April 1988, salaries and wages ex
pense of $200,000 was incurred.
On April 10, 1988, an approved $1,500 purchase order
was issued for supplies. These supplies were received
on May 1 , 1988, and the $1,500 invoice was approved
for payment.
In November 1987, an unexpected state grant of
$100,000 was received to finance the purchase of
school buses, and an additional grant of $5,000 was
received for bus maintenance and operations. Only
$60,000 of the capital grant was used in the current
year for the purchase of buses, but the entire oper
ating grant of $5,000 was disbursed in the current year.
The remaining $40,000 of the capital grant is expected
to be expended during the year ending June 3 0 , 1989.
Maple’s school bus system is appropriately accounted
for in the capital projects fund.

Examination Questions — May 1988
49. In connection with the grants for the purchase of
school buses and bus maintenance and operations, what
amount should be reported as grant revenues for the year
ending June 30, 1988?
a. $ 5,000
b. $ 60,000
c. $ 65,000
d. $100,000

44. On adoption of the budget, the journal entry to
record the budgetary fund balance should include a
a. Debit of $700,000.
b. Credit of $700,000.
c. Debit of $1,000,000.
d. Credit of $1,000,000.
45.

Budgeted revenues would be recorded by a
a. Debit to estimated revenues control,
$ 10,000 ,000 .

b.

Debit to estimated revenues receivable,

50. What journal entry should be made to record the
salaries and wages expense incurred for April?

$ 10, 000 , 000 .

c.
d.

Credit to estimated revenues, $10,000,000.
Credit to other financing sources control,

Debit

$ 10,000 ,000 .

46.

Salaries and wages
expense
Vouchers payable
b. Appropriations control
Vouchers payable
c. Encumbrances control
Vouchers payable
d. Expenditures control
Vouchers payable

Credit

a.

Budgeted appropriations would be recorded by a
a. Debit to estimated expenditures, $9,300,000.
b. Credit to appropriations control, $9,300,000.
c. Debit to estimated expenditures, $9,000,000.
d. Credit to appropriations control, $9,000,000.

$200,000
$200,000
200,000
200,000
200,000
200,000
200,000
200,000

47. What journal entry should be made on April 10,
1988, to record the approved purchase order?

Expenditures control
Encumbrances control
b. Encumbrances control
Expenditures control
c. Encumbrances control
Fund balance reserved
for encumbrances
d. Encumbrances control
Appropriations control
a.

Debit
$1,500

Credit
51. On March 1, 1988, Allan Rowe established a
$100,000 endowment fund, the income from which is to
be paid to Elm Hospital for general operating purposes.
Elm does not control the fund’s principal. Rowe appointed
West National Bank as trustee of this fund. W hat journal
entry is required by Elm to record the establishment of
the endowment?

$1,500
1,500
1,500
1,500
1,500
1,500

Debit
Credit
$100,000
Cash
Nonexpendable
$100,000
endowment fund
100,000
b. Cash
Endowment fund
100,000
balance
c. Nonexpendable
endowment fund
100,000
Endowment fund
100,000
balance
—
—
d. Memorandum entry only

1,500

a.

48. What journal entries should be made on May 1 , 1988,
upon receipt of the supplies and approval of the invoice?

a.

Encumbrances control
Appropriations control
Supplies expense
Vouchers payable
b. Fund balance reserved
for encumbrances
Encumbrances control
Expenditures control
Vouchers payable
c. Appropriations control
Encumbrances control
Expenditures control
Vouchers payable
d. Expenditures control
Encumbrances control
Supplies expense
Vouchers payable

Debit
$1,500

Credit
$1,500

1,500
1,500
1,500
1,500
1,500

52. In 1988, Wells Hospital received an unrestricted be
quest of common stock with a fair market value of $50,000
on the date of receipt of the stock. The testator had paid
$20,000 for this stock in 1986. Wells should record this
bequest as
a. Nonoperating revenue of $50,000.
b. Nonoperating revenue of $30,000.
c. Nonoperating revenue of $20,000.
d. A memorandum entry only.

1,500
1,500
1,500
1,500
1,500
1,500
1,500
1,500
1,500
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53. Cedar Hospital has a marketable equity securities
portfolio that is appropriately included in noncurrent
assets in unrestricted funds. The portfolio has an aggregate
cost of $300,000. It had an aggregate fair market value
of $250,000 at the end of 1987 and $290,000 at the end
of 1986. If the portfolio was properly reported in the
balance sheet at the end of 1986, the change in the valua
tion allowance at the end of 1987 should be
a. $0.
b. A decrease of $40,000.
c. An increase of $40,000.
d. An increase of $50,000.

57. Unity Fund is a voluntary welfare organization
funded by contributions from the general public. During
1987, unrestricted pledges of $100,000 were received, half
of which were payable in 1987, with the other half payable
in 1988 for use in 1988. It was estimated that 20% of these
pledges would be uncollectible. With respect to the pledges,
the amount that should be reported for 1987 as net con
tributions, under public support, is
a. $100,000
b. $ 80,000
c. $ 50,000
d. $ 40,000

54. Ross Hospital’s accounting records disclosed the
following information:

58. For the 1987 summer session, Selva University
assessed its students $300,000 for tuition and fees.
However, the net amount realized was only $290,000
because of the following reductions:

•
•

Net resources invested in plant assets
Board-designated funds

$ 10,000,000
Tuition remissions granted
to faculty members’ families
Class cancellation refunds

2 , 000,000

What amount should be included as part of unrestricted
funds?
a. $12,000,000
b. $10,000,000
c. $ 2,000,000
d. $0

$3,000
7,000

How much unrestricted current funds revenues from tui
tion and fees should Selva report for the period?
a. $290,000
b. $293,000
c. $297,000
d. $300,000

55. In April 1987, Alice Reed donated $100,000 cash to
her church, with the stipulation that the income generated
from this gift is to be paid to Alice during her lifetime.
The conditions of this donation are that, after Alice dies,
the principal can be used by the church for any purpose
voted on by the church elders. The church received interest
of $8,000 on the $100,000 for the year ended March 31,
1988, and the interest was remitted to Alice. In the church’s
March 31, 1988 financial statements
a. $8,000 should be reported under support and
revenue in the activity statement.
b. $92,000 should be reported under support and
revenue in the activity statement.
c. $100,000 should be reported as deferred support
in the balance sheet.
d. The gift and its terms should be disclosed only
in notes to the financial statements.

59. The following information was available from Forest
College’s accounting records for its current funds for the
year ended March 31, 1988:
Restricted gifts received
Expended
Not expended
Unrestricted gifts received
Expended
Not expended

$ 100,000

300,000
600,000
75,000

What amount should be included in current funds revenues
for the year ended March 31, 1988?
a. $ 600,000
b. $ 700,000
c. $ 775,000
d. $1,000,000

56. The following expenditures were among those in
curred by a nonprofit botanical society during 1987:

60. The following expenditures were among those
incurred by Alma University during 1987:

Printing of annual report
Unsolicited merchandise sent to
encourage contributions

20,000

Administrative data processing
$ 50,000
Scholarships and fellowships
100,000
Operation and maintenance of physical plant 200,000

What amount should be classified as fund-raising costs
in the society’s activity statement?
a. $0
b. $10,000
c. $20,000
d. $30,000

The amount to be included in the functional classifica
tion “ Institutional Support’’ expenditures account is
a. $ 50,000
b. $150,000
c. $250,000
d. $350,000

$ 10,000
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Number 4 (continued)

Number 4 (Estimated tim e------ 45 to 55 minutes)
The following information pertains to Arlon
Corporation:

Other Information

TRIAL BALANCE
December 31, 1987
Debit
Cash
Accounts receivable, net
Inventory
Property, plant, and
equipment
Accumulated depreciation
Accounts payable
Income tax payable
Rental revenue received
in advance
Notes payable
Common stock, $.05 par
Additional paid-in capital
Retained earnings, 1/1/87
Sales — regular
Sales — Mem Division
Proceeds from term life
insurance policy
Cost of sales — regular
Cost of sales — Mem
Division
Administrative expenses
— regular
Administrative expenses
— Mem Division
Interest expense —
regular
Interest expense — Mem
Division
Loss on disposal of Mem
Division
Gain on acquisition of
bonds payable
Income tax expense
Totals

Income tax
Paid with Federal Tax Deposit Forms
Accrued
Total charged to income tax expense

Credit

$14,000
6,000
$20,000*

*Does not reflect current or deferred income tax expense
or intraperiod income tax allocation for income state
ment purposes.

$ 25,000
75,000
125,000

Income per income tax return

755,000
$ 239,000
70,000
6,000

$99,000

Tax rate on all types of
taxable income

5,000
55,000
50,000
305,000
150,000
500,000
100,000

Timing differences
Depreciation per financial
statements — regular
Depreciation per income
tax return
Rental revenue received
in advance

10,000
310,000

22%

$30,000
46,000

Permanent difference
Proceeds from term lifeinsurance policy

45,000

$16,000
5,000

10,000

Discontinued operations
On June 30, 1987, Arlon sold its Mem Division for
$200,000. The carrying amount of this business segment
was $212,500 at that date. This sale was considered as a
disposal of a segment of a business for financial statement
purposes. Since there was no phaseout period, the
measurement date was June 30, 1987.

103,000
15,000
10,500
7,000

Liabilities
On June 30, 1987, Arlon acquired $100,000 carrying
amount of its long-term bonds for $87,000. All other
liabilities mature in 1988.

12,500
13,000
20,000 _____
$1,503,000 $1,503,000

Capital structure
Common stock, $.05 par, traded over-the-counter;
1,000,000 shares issued and outstanding at 1/1/87 and
12/31/87.
Required:
Using the multiple-step format, prepare a formal in
come statement for Arlon for the year ended December
31, 1987, together with supporting computations of cur
rent and deferred income taxes and of income from discon
tinued operations.
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Number 5 (Estimated time

40 to 50 minutes)

Seco Corp., a wholesale supply company, engages
independent sales agents to market the company’s lines.
These agents currently receive a commission of 20% of
sales, but they are demanding an increase to 25% of sales
made during the year ending December 3 1 , 1989. Seco had
already prepared its 1989 budget before learning of the
agents’ demand for an increase in commissions. The
following pro forma income statement is based on this
budget:
Seco Corp.
PRO FORMA INCOME STATEMENT
For the Year Ending December 31, 1989
Sales
Cost of sales
Gross margin
Selling and administrative
costs
Commissions
All other costs (fixed)
Income before income tax
Income tax (30%)
Net income

$10,000,000
6,000,000
4,000,000
$2,000,000
100,000

2,100,000
1,900,000
570,000
$ 1,330,000

Seco is considering the possibility of employing its own
salespersons. Three individuals would be required, at an
estimated annual salary of $30,000 each, plus commissions
of 5% of sales. In addition, a sales manager would be
employed at a fixed annual salary of $160,000. All other
fixed costs, as well as the variable cost percentages, would
remain the same as the estimates in the 1989 pro forma
income statement.
Required:
a. Compute Seco’s estimated breakeven point in
sales dollars for the year ending December 3 1 , 1989 based
on the pro forma income statement prepared by the
company.
b. Compute Seco’s estimated breakeven point in
sales dollars for the year ending December 31, 1989 if the
company employs its own salespersons.
c. Compute the estimated volume in sales dollars
that would be required for the year ending December 31,
1989 to yield the same net income as projected in the pro
forma income statement, if Seco continues to use the
independent sales agents and agrees to their demand for
a 25% sales commission.
d. Compute the estimated volume in sales dollars
that would generate an identical net income for the year
ending December 31, 1989, regardless of whether Seco
employs its own salespersons or continues to use the in
dependent sales agents and pays them a 25% commission.
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EXAMINATION IN AUDITING
May 5, 1988; 8:30 A.M. to 12:00 M.

NOTE TO CANDIDATES: Suggested time allotments are as follows:
Point
Value

All questions are required:
No.
No.
No.
No.
No.

Estimated Minutes
Minimum Maximum

1 ........................
2 ........................
3 ........................
4 ........................
5 ........................

60
10
10
10
10

90
15
15
15
15

no
25
25
25
25

Total ................

100

150

210

INSTRUCTIONS TO CANDIDATES
(Disregard of these instructions may be considered as indicating inefficiency in accounting work.)

1.

2.

ments and calculations associated with them are not
considered. Be certain that you have entered your
answers on the objective answer sheet before the
examination time is up.

You must arrange the papers in numerical order of
the questions. If more than one page is required for
an answer, write “continued” at the bottom of the
page. Number pages consecutively. For instance,
if 12 pages are used for your answers, the objective
answer sheet is page 1 and your other pages should
be numbered 2 through 12.

3.

Answer all objective-type items on the printed
answer sheet provided for that purpose. It is to
your advantage to attempt all questions even if you
are uncertain of the answer. You are likely to get
the highest score if you omit no answers. Since
objective items are computer-graded, your com-

A CPA is continually confronted with the necessity
of expressing opinions and conclusions in written
reports in clear, unequivocal language. Although
the primary purpose of the examination is to test
the candidate’s knowledge and application of the
subject matter, the ability to organize and present
such knowledge in acceptable written language may
be considered by the examiners.

Prepared by the Board o f Examiners o f the American Institute o f Certified Public Accountants
and adopted by the examining boards o f all states, the District o f Columbia, Guam,
Puerto Rico, and the Virgin Islands o f the United States.
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Auditing
3.
Which of the following statements is not true of the
test data approach when testing a computerized account
ing system?
a. The test data need consist of only those valid
and invalid conditions which interest the
auditor.
b . Only one transaction of each type need be tested.
c. The test data must consist of all possible valid
and invalid conditions.
d. Test data are processed by the client’s computer
programs under the auditor’s control.

Number 1 (Estimated tim e----- 90 to 110 minutes)
Instructions
Select the best answer for each of the following items.
Use a soft pencil, preferably No. 2, to blacken the ap
propriate circle on the separate printed answer sheet to
indicate your answer. Mark only one answer for each item.
Answer all items. Your grade will be based on the total
number of your correct answers.
The following is an example of the manner in which
the answer sheet should be marked:

4.
After the preliminary phase of the review of a client’s
EDP controls, an auditor may decide not to perform com
pliance tests related to the control procedures within the
EDP portion of the client’s internal accounting control
system. Which of the following would not be a valid reason
for choosing to omit compliance tests?
a. The controls duplicate operative controls exist
ing elsewhere in the system.
b . There appear to be major weaknesses that would
preclude reliance on the stated procedure.
c. The time and dollar costs of testing exceed the
time and dollar savings in substantive testing if
the compliance tests show the controls to be
operative.
d. The controls appear adequate.

Item
96. One of the generally accepted auditing standards
specifies that the auditor should
a. Inspect all property and equipment acquired
during the year.
b. Charge fair fees based on cost.
c. Make a proper study and evaluation of the ex
isting internal accounting controls.
d. Count client petty cash funds.
Answer Sheet

96.

5.
The objectives of internal accounting control for a
production cycle are to provide assurance that transactions
are properly executed and recorded, and that
a. Custody of work in process and of finished
goods is properly maintained.
b. Production orders are prenumbered and signed
by a supervisor.
c. Raw materials purchases are authorized by the
purchasing department.
d. Independent internal verification of activity
reports is established.

Items to be Answered
1.
After studying and evaluating a client’s system of
internal accounting control, an auditor has concluded that
the system is well designed and is functioning as intended.
Under these circumstances the auditor would most likely
a. Perform compliance tests to the extent outlined
in the audit program.
b. Determine the control procedures that should
prevent or detect errors and irregularities.
c. Not increase the extent of predetermined
substantive tests.
d . Determine whether transactions are recorded to
permit preparation of financial statements in
conformity with generally accepted accounting
principles.

6.
An auditor performs a test to determine whether all
merchandise for which the client was billed was received.
The population for this test consists of all
a. Merchandise received.
b. Vendors’ invoices.
c. Canceled checks.
d. Receiving reports.

2.
When considering the objectivity of internal
auditors, an independent auditor should
a. Evaluate the quality control program in effect
for the internal auditors.
b . Examine documentary evidence of the work per
formed by the internal auditors.
c. Test a sample of the transactions and balances
that the internal auditors examined.
d . Determine the organizational level to which the
internal auditors report.

7.
Internal accounting control is ineffective when com
puter department personnel
a. Participate in computer software acquisition
decisions.
b. Design docum entation for computerized
systems.
c. Originate changes in master files.
d. Provide physical security for program files.
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14. What is an auditor’s responsibility to communicate
a material weakness in internal accounting control
discovered in interim work for the current year’s audit that
the auditor had discovered and communicated to the client
in the prior year’s audit?
a. The auditor should request a meeting with
management at least one level above the depart
ment in which the weakness exists to discuss the
reasons the weakness has not been corrected.
b . The auditor should communicate this weakness
to the client immediately because the discovery
of such a weakness in internal accounting con
trol is the purpose of the auditor’s interim work.
c. The auditor has no responsibility to again com
municate with the client but should extend the
audit procedures to investigate whether this
weakness has any effect on the current year’s
financial statements.
d. The auditor should communicate this weakness
to the client either at the interim date or after
completing the examination.

8.
An auditor may compensate for a weakness in the
internal accounting control system by increasing the
a. Level of detection risk.
b. Extent of compliance testing.
c. Preliminary judgment about audit risk.
d. Extent of analytical review procedures.
9.
Internal accounting control is strengthened when the
quantity of merchandise ordered is omitted from the copy
of the purchase order sent to the
a. Department that initiated the requisition.
b. Receiving department.
c. Purchasing agent.
d. Accounts payable department.
10, Property acquisitions that are misclassified as main
tenance expense would most likely be detected by an
internal accounting control system that provides for
a. Investigation of variances within a formal bud
geting system.
b. Review and approval of the monthly deprecia
tion entry by the plant supervisor.
c. Segregation of duties of employees in the ac
counts payable department.
d. Examination by the internal auditor of vendor
invoices and canceled checks for property
acquisitions.

15. A CPA’s report expressing an opinion on an enti
ty’s internal accounting control system identified several
material weaknesses and will be published in the entity’s
annual report to shareholders. Management intends to in
clude a statement asserting that the cost of correcting the
weaknesses would exceed the benefits of reducing the risk
of errors and irregularities. The CPA should
a. Insist that management’s statement not appear
in the same document as the CPA’s report.
b. Investigate whether the cost of correcting the
weaknesses would, in fact, exceed the benefits.
c. Insist that management correct the weaknesses
if cost is the only consideration.
d. Not express any opinion as to management’s
statement.

11, Sound internal accounting control procedures dic
tate that defective merchandise returned by customers
should be presented to the
a. Inventory control clerk.
b. Sales clerk.
c. Purchasing clerk.
d. Receiving clerk.
12. Which of the following procedures most likely would
be included as part of an auditor’s tests of compliance?
a. Inspection.
b. Reconciliation.
c. Confirmation.
d. Analytical review.

16. A CPA’s study and evaluation of the system of in
ternal accounting control in an audit will generally
a. Be the same as that made in connection with an
engagement to express an opinion on the system
of internal accounting control.
b . Result in the CPA expressing an opinion on the
system of internal accounting control.
c. Be more limited than that made in connection
with an engagement to express an opinion on
the system of internal accounting control.
d. Be more extensive than that made in connection
with an engagement to express an opinion on
the system of internal accounting control.

13. An effective system of internal accounting control
over the payroll function would include
a. Verification of agreement of job time tickets
with employee clock card hours by a payroll
department employee.
b . Reconciliation of totals on job time tickets with
job reports by employees responsible for those
specific jobs.
c. Custody of rate authorization records by the
supervisor of the payroll department.
d. Preparation of payroll transaction journal en
tries by an employee who reports to the super
visor of the personnel department.
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17. Using microcomputers in auditing may affect the
methods used to review the work of staff assistants because
a. Supervisory personnel may not have an
understanding of the capabilities and limitations
of microcomputers.
b . Working paper documentation may not contain
readily observable details of calculations.
c. The audit field work standards for supervision
may differ.
d. Documenting the supervisory review may re
quire assistance of management services
personnel.

22. To establish the existence and ownership of a long
term investment in the common stock of a publicly-traded
company, an auditor ordinarily performs a security count
or
a. Relies on the client’s internal accounting con
trols if the auditor has reasonable assurance that
the control procedures are being applied as
prescribed.
b. Confirms the number of shares owned that are
held by an independent custodian.
c. Determines the market price per share at the
balance sheet date from published quotations.
d. Confirms the number of shares owned with the
issuing company.

18. Which of the following statistical sampling plans
does not use a fixed sample size for compliance testing
purposes?
a. Dollar-unit sampling.
b. Sequential sampling.
c. PPS sampling.
d. Variables sampling.

23. If a client maintains perpetual inventory records in
quantities and in dollars, and its internal accounting con
trol over inventory is weak, an auditor would probably
a. Apply gross profit tests to ascertain the
reasonableness of the physical counts.
b. Increase the extent of compliance tests of the
inventory cycle.
c. Request the client to schedule the physical
inventory count at the end of the year.
d . Insist that the client perform physical counts of
inventory items several times during the year.

19. Which of the following factors does an auditor
generally need to consider in planning a particular audit
sample for a compliance test?
a. Number of items in the population.
b . Total dollar amount of the items to be sampled.
c. Acceptable level of risk of overreliance.
d. Tolerable error.

24. An auditor testing long-term investments would
ordinarily use analytical review as the primary audit pro
cedure to ascertain the reasonableness of the
a. Valuation of marketable equity securities.
b . Classification of gains and losses on the disposal
of securities.
c. Completeness of recorded investment income.
d. Existence and ownership of investments.

20. Which of the following procedures in the cash
disbursements cycle should not be performed by the ac
counts payable department?
a. Comparing the vendor’s invoice with the receiv
ing report.
b. Canceling supporting documentation after
payment.
c. Verifying the mathematical accuracy of the ven
dor’s invoice.
d. Signing the voucher for payment by an autho
rized person.

25. An auditor reporting on comparative financial state
ments is not required to include an explanatory paragraph
in the auditor’s report if the opinion paragraph is modified
because of a(an)
a. Change in accounting principle.
b. Scope limitation,
c. Disclaimer of opinion.
d. Uncertainty affecting the financial statements.

21. Which of the following statements is generally cor
rect about the competence of evidential matter?
a. The auditor’s direct personal knowledge,
obtained through observation and inspection,
is more persuasive than information obtained
indirectly from independent outside sources.
b. To be competent, evidential matter must be
either valid or relevant, but need not be both.
c. Accounting data alone may be considered suf
ficient competent evidential matter to issue an
unqualified opinion on financial statements.
d. Competence of evidential matter refers to the
amount of corroborative evidence to be
obtained.

26. Which of the following cash transfers results in a
misstatement of cash at December 31, 1987?

Transfer
a.
b.
c.
d.
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Bank Transfer Schedule
Receipt
Disbursement
Recorded Paid by Recorded Received
in books
bank
in books
by bank
12/31/87
12/31/87 12/31/87
1/4/88
12/31/87
1/4/88
1/4/88
1/5/88
12/31/87
12/31/87
1/4/88
1/5/88
1/4/88
1/11/88
1/4/88
1/4/88
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32. Which of the following statements is correct con
cerning statistical sampling in compliance testing?
a. The population size has little or no effect on
determining sample size except for very small
populations.
b. The expected population deviation rate has little
or no effect on determining sample size except
for very small populations.
c. As the population size doubles, the sample size
also should double.
d. For a given tolerable rate, a larger sample size
should be selected as the expected population
deviation rate decreases.

27. An auditor should trace corporate stock issuances
and treasury stock transactions to the
a. Numbered stock certificates.
b. Articles of incorporation.
c. Transfer agent’s records.
d. Minutes of the board of directors.

28. Which of the following procedures would an auditor
most likely rely on to verify management’s assertion of
completeness?
a. Review standard bank confirmations for indica
tions of kiting.
b. Compare a sample of shipping documents to
related sales invoices.
c. Observe the client’s distribution of payroll
checks.
d. Confirm a sample of recorded receivables by
direct communication with the debtors.

29.

33. A number of factors influences the sample size for
a substantive test of details of an account balance. All other
factors being equal, which of the following would lead
to a larger sample size?
a. Greater reliance on internal accounting controls.
b. Greater reliance on analytical review procedures.
c. Smaller expected frequency of errors.
d. Smaller measure of tolerable error.

Working papers ordinarily would not include
a. Initials of the in-charge auditor indicating review
of the staff assistants’ work.
b. Cut-off bank statements received directly from
the banks.
c. A memo describing the preliminary review of
the internal accounting control system.
d. Copies of client inventory count sheets.

34. Which of the following statements is correct con
cerning the auditor’s use of statistical sampling?
a. An auditor needs to estimate the dollar amount
of the standard deviation of the population to
use classical variables sampling.
b. An assumption of PPS sampling is that the
underlying accounting population is normally
distributed.
c. A classical variables sample needs to be designed
with special considerations to include negative
balances in the sample.
d. The selection of zero balances usually does not
require special sample design considerations
when using PPS sampling.

30. When providing limited assurance that the financial
statements of a nonpublic entity require no material
modifications to be in accordance with generally accepted
accounting principles, the accountant should
a. Understand the system of internal accounting
control that the entity uses.
b. Test the accounting records that identify
inconsistencies with the prior year’s financial
statements.
c. Understand the accounting principles of the
industry in which the entity operates.
d. Develop audit programs to determine whether
the entity’s financial statements are fairly
presented.

35. Which of the following statements is correct con
cerning related party transactions?
a. In the absence of evidence to the contrary,
related party transactions should be assumed to
be outside the ordinary course of business.
b. An auditor should determine whether a par
ticular transaction would have occurred if the
parties had not been related.
c. An auditor should substantiate that related party
transactions were consummated on terms equiv
alent to those that prevail in arm ’s-length
transactions.
d. The audit procedures directed toward identify
ing related party transactions should include
considering whether transactions are occurring,
but are not being given proper accounting
recognition.

31. Processing data through the use of simulated files
provides an auditor with information about the reliability
of controls. One of the techniques involved in this
approach makes use of
a. Controlled reprocessing.
b. Integrated test facility.
c. Input validation.
d. Program code checking.
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36. Ajax Company’s auditor concludes that the omis
sion of an audit procedure considered necessary at the time
of the prior examination impairs the auditor’s present
ability to support the previously expressed unqualified
opinion. If the auditor believes there are stockholders cur
rently relying on the opinion, the auditor should promptly
a. Notify the stockholders currently relying on the
previously expressed unqualified opinion that
they should not rely on it.
b. Advise management to disclose this develop
ment in its next interim report to the stock
holders.
c. Advise management to revise the financial
statements with full disclosure of the auditor’s
inability to support the unqualified opinion.
d. Undertake to apply the omitted procedure or
alternate procedures that would provide a
satisfactory basis for the opinion.

40. Which of the following procedures is not usually per
formed by the accountant in a review engagement of a
nonpublic entity?
a. Communicating any material weaknesses dis
covered during the study and evaluation of in
ternal accounting control.
b. Reading the financial statements to consider
whether they conform with generally accepted
accounting principles.
c. Writing an engagement letter to establish an
understanding regarding the services to be
performed.
d. Issuing a report stating that the review was
performed in accordance with standards
established by the AICPA.

41. An auditor did not observe a client’s taking of begin
ning physical inventory and was unable to become satisfied
about the inventory by means of other auditing pro
cedures. Assuming no other scope limitations or report
ing problems, the auditor could issue an unqualified
opinion on the current year’s financial statements for
a. The balance sheet only.
b. The income statement only.
c. The income and retained earnings statements
only.
d. All of the financial statements.

37. A governmental audit may extend beyond an exam
ination leading to the expression of an opinion on the
fairness of financial presentation to include
Program
results
a.
Yes
b.
Yes
c.
No
d.
Yes

Compliance
Yes
Yes
Yes
No

Economy &
efficiency
No
Yes
Yes
Yes

42. Performing inquiry and analytical procedures is the
primary basis for an accountant to issue a (an)
a. Compilation report on financial statements for
a nonpublic entity in its first year of operations.
b. Review report on comparative financial
statements for a nonpublic entity in its second
year of operations.
c. Management advisory report prepared at the
request of a client’s audit committee.
d. Internal accounting control report for a
governmental agency in accordance with GAO
standards.

38. Which of the following procedures would an auditor
most likely perform to obtain evidence about an entity’s
subsequent events?
a. Reconcile bank activity for the month after the
balance sheet date with cash activity reflected
in the accounting records.
b. Examine on a test basis the purchase invoices
and receiving reports for several days after the
inventory date.
c. Review the treasurer’s monthly reports on tem
porary investments owned, purchased, and sold.
d. Obtain a letter from the entity’s attorney
describing any pending litigation, unasserted
claims, or loss contingencies.

43. Which of the following representations does an
auditor make explicitly and which implicitly when issuing
an unqualified opinion?
39. The current file of the auditor’s working papers
generally should include
a. A flowchart of the internal accounting controls.
b. Organization charts.
c. A copy of the financial statements.
d. Copies of bond and note indentures.

a.
b.
c.
d.
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Conformity
with G AAP
Explicitly
Implicitly
Implicitly
Explicitly

Adequacy o f
disclosure
Explicitly
Implicitly
Explicitly
Implicitly
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48. Which of the following circumstances requires
modification of the accountant’s report on a review of
interim financial information of a publicly held entity?

44. The fourth standard of reporting requires the
auditor’s report to contain either an expression of opinion
regarding the financial statements taken as a whole or an
assertion to the effect that an opinion cannot be expressed.
The objective of the fourth standard is to prevent
a. An auditor from expressing different opinions
on each of the basic financial statements.
b. Restrictions on the scope of the examination,
whether imposed by the client or by the inabil
ity to obtain evidence.
c. Misinterpretations regarding the degree of
responsibility the auditor is assuming.
d. An auditor from reporting on one basic finan
cial statement and not the others.

a.
b.
c.
d.

An
uncertainty
Yes
No
Yes
No

Inadequate
disclosure
Yes
No
No
Yes

49. An auditor’s report issued in connection with which
of the following is generally not considered to be a special
report?
a. Compliance with aspects of contractual
agreements unrelated to audited financial
statements.
b. Specified elements, accounts, or items of a
financial statement presented in a document.
c. Financial statements prepared in accordance
with an entity’s income tax basis.
d. Financial information presented in a prescribed
schedule that requires a prescribed form of
auditor’s report.

45. An auditor’s report expresses an unqualified opinion
and includes a middle paragraph that emphasizes a mat
ter included in the notes to the financial statements. The
auditor’s report would be deficient if the middle paragraph
states that the entity
a. Has changed from the completed-contract
method to the percentage of completion method
of accounting for long-term construction
contracts.
b. Has had a significant subsequent event.
c. Has accounting reclassifications that enhance
the comparability between the current and prior
year.
d. Is a component of a larger business enterprise.

50. Information accompanying the basic financial
statements in an auditor-submitted document should not
include
a. An analysis of inventory by location.
b. A statement that the allowance for doubtful ac
counts is adequate.
c. A statement that the depreciable life of a new
asset is 20 years.
d. An analysis of revenue by product line.

46. “ Provision has been made for any material loss that
might be sustained as a result of purchase commitments
for inventory quantities in excess of normal requirements
or at prices in excess of the prevailing market prices.’’
The foregoing passage is most likely from
a. A management representation letter.
b. The explanatory paragraph of an “ except for’’
qualified auditor’s report.
c. A vendor representation letter.
d. The explanatory paragraph of a “ subject to”
qualified auditor’s report.

51. The exercise of due professional care requires that
an auditor
a. Use error-free judgment.
b. Study and review internal accounting control,
including compliance tests.
c. Critically review the work done at every level
of supervision.
d. Examine all corroborating evidence available,

47. For a particular entity’s financial statements to be
presented fairly in conformity with generally accepted
accounting principles, it is not required that the principles
selected
a. Be appropriate in the circumstances for the par
ticular entity.
b. Reflect transactions in a manner that presents
the financial statements within a range of ac
ceptable limits.
c. Present information in the financial statements
that is classified and summarized in a reasonable
manner.
d. Be applied on a basis consistent with those
followed in the prior year.

52. Under which of the following circumstances would
the independence of a CPA be considered impaired if the
CPA, who is also an attorney, serves as auditor and pro
vides legal services to the same client?
a. When the CPA, as legal agent, consummates a
business acquisition for the client.
b. When the CPA’s audit fees and legal fees are
not billed separately.
c. When the CPA uses legal expertise to research
a question of income tax law.
d. When the legal services consist of an analysis
of the terms of a lease agreement.
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53. A violation of the profession’s ethical standards
would most likely have occurred when a CPA
a. Purchased a bookkeeping firm’s practice of
monthly write-ups for a percentage of fees
received over a three-year period.
b . Made arrangements with a bank to collect notes
issued by a client in payment of fees due.
c. Named Smith formed a partnership with two
other CPAs and use “ Smith & Co.’’ as the firm
name.
d. Issued an unqualified opinion on the 1987 finan
cial statements when fees for the 1986 audit were
unpaid.

58. An entity’s financial statements were misstated over
a period of years due to large amounts of revenue being
recorded in journal entries that involved debits and credits
to an illogical combination of accounts. The auditor could
most likely have been alerted to this irregularity by
a. Scanning the general journal for unusual entries.
b. Performing a revenue cut-off test at year-end.
c. Tracing a sample of journal entries to the general
ledger.
d. Examining documentary evidence of sales
returns and allowances recorded after year-end.
59. The refusal of a client’s attorney to provide a repre
sentation on the legality of a particular act committed by
the client is generally
a. Sufficient reason to issue a “ subject to ’’
qualified opinion.
b. Considered to be a scope limitation.
c. Insufficient reason to modify the auditor’s
report due to the attorney’s obligation of
confidentiality.
d. Proper grounds to withdraw from the engage
ment.

54. Before accepting an audit engagement, a successor
auditor should make specific inquiries of the predecessor
auditor regarding the predecessor’s
a. Awareness of the consistency in the application
of generally accepted accounting principles be
tween periods.
b . Evaluation of all matters of continuing account
ing significance.
c. Opinion of any subsequent events occurring
since the predecessor’s audit report was issued.
d. Understanding as to the reasons for the change
of auditors.
55.

60. If compiled financial statements presented in con
formity with the cash receipts and disbursements basis of
accounting do not disclose the basis of accounting used,
the accountant should
a. Disclose the basis in the notes to the financial
statements.
b. Clearly label each page “ Unaudited.’’
c. Disclose the basis of accounting in the account
ant’s report.
d. Recompile the financial statements using
generally accepted accounting principles.

When planning an examination, an auditor should
a. Consider whether the extent of substantive tests
may be reduced based on the results of the
internal control questionnaire.
b . Make preliminary judgments about materiality
levels for audit purposes.
c. Conclude whether changes in compliance with
prescribed control procedures justifies reliance
on them.
d. Prepare a preliminary draft of the management
representation letter.

56. A difference of opinion regarding the results of a
sample can not be resolved between the assistant who per
formed the auditing procedures and the in-charge auditor.
The assistant should
a. Refuse to perform any further work on the
engagement.
b. Accept the judgment of the more experienced
in-charge auditor.
c. Document the disagreement and ask to be dis
associated from the resolution of the matter.
d. Notify the client that a serious audit problem
exists.
57. A CPA firm studies its personnel advancement ex
perience to ascertain whether individuals meeting stated
criteria are assigned increased degrees of responsibility.
This is evidence of the firm’s adherence to prescribed
standards of
a. Supervision and review.
b. Continuing professional education.
c. Professional development.
d. Quality control.
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Number 3 (Estimated time

Number 2 (Estimated tim e----- 15 to 25 minutes)

15 to 25 minutes)

An accountant is sometimes called on by clients to
report on or assemble prospective financial statements for
use by third parties.

Young, CPA, is considering the procedures to be
applied concerning a client’s loss contingencies relating
to litigation, claims, and assessments.

Required:
a. 1.

Required:
What substantive audit procedures should Young
apply when testing for loss contingencies relating to litiga
tion, claims, and assessments?

Identify the types of engagements that an
accountant may perform under these
circumstances.
2. Explain the difference between “ general
use” of and “ limited use” of prospective
financial statements.
3. Explain what types of prospective financial
statements are appropriate for “ general
use” and what types are appropriate for
“ limited use.”
b. Describe the contents of the accountant’s stan
dard report on a compilation of a financial projection.

30

31

WAREHOUSE CLERK

BOOKKEEPER A

BOOKKEEPER B

BOOKKEEPER C

COLLECTION CLERK

Identify the weaknesses in the system of internal accounting control relating to the activities o f a) the warehouse clerk, b) bookkeeper A, and c) the collection clerk.
Do n o t identify weaknesses relating to the sales clerk or bookkeepers B and C. Do n o t discuss recommendations concerning the correction o f these weaknesses.

R e q u ire d :

SALES CLERK

The follow in g flowchart depicts the activities relating to the sales, shipping, billing, and collecting processes used by N ew ton Hardware, Inc.

Number 4 (Estimated time ----- 15 to 25 minutes)

Auditing

Examination Questions — May 1988
the circumstances. We did not examine the financial
statements of Ford Realty, Inc., a consolidated subsidiary.
These statements were examined by King & Co., CPAs,
whose report has been furnished to us, and is not presented
separately herein. Our opinion expressed herein, insofar
as it relates to the amounts included for Ford Realty is
based solely upon the report of King.
Due to the complex nature and magnitude of the
Company’s mineral holdings, we retained the geological
engineering firm of Silver & Gold to attest to the value
of the Company’s mining inventory and mineral reserves.
As a result, the specialist’s findings fully support the
related representations in the consolidated financial
statements.
In our opinion, except for the effects on the con
solidated financial statements of a lawsuit in which the
Company is a defendant alleging infringement of certain
mining rights, the consolidated financial statements
referred to above present fairly the financial position as
of December 31, 1987, and the related consolidated
statements of income and retained earnings for the year
then ended, in conformity with generally accepted account
ing principles.

Number 5 (Estimated tim e----- 15 to 25 minutes)
The auditor’s report below was drafted by a staff ac
countant of Jones & Jones, CPAs, at the completion of
the audit engagement on the financial statements of Adams
Mining, Inc., for the year ended December 31, 1987. It
was submitted to the engagement partner who reviewed
matters thoroughly and properly concluded that a quali
fied opinion should be issued because Adams is a defen
dant in a lawsuit alleging infringement of certain mining
rights. The outcome of this material uncertainty cannot
be reasonably estimated and is fully disclosed in the
consolidated financial statements.
The financial statements for the year ended
December 31, 1986 are to be presented for comparative
purposes. Jones & Jones previously examined these
statements and expressed a qualified opinion because of
the aforementioned lawsuit.
On January 31, 1988, Adams acquired a new sub
sidiary, Harris Coal, Inc. Disclosure of this subsequent
event was properly made in Note T to the consolidated
financial statements.

Jones & Jones, CPAs
April 10, 1988 except
for Note T as to which
the date is January 31, 1988.

To the Board of Directors of Adams Mining, Inc.:
We have examined the consolidated balance sheets
of Adams M ining, Inc. and subsidiaries as of
December 3 1 , 1987 and 1986, and the related consolidated
statements of income, retained earnings, and changes in
financial position for the years then ended. Our examina
tions included tests of the accounting records and such
other auditing procedures as we considered necessary in

Required:
Identify the deficiencies contained in the auditor’s
report as drafted by the staff accountant. Group the defi
ciencies by paragraph. Do not redraft the report.
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EXAMINATION IN BUSINESS LAW
(Commercial Law)
May 6, 1988; 8:30 A.M. to 12:00 M.

NOTE TO CANDIDATES: Suggested time allotments are as follows:
Point
Value

All questions are required:
No.
No.
No.
No.
No.

Estimated Minutes
Minimum
Maximum

1 ..........................
2 ..........................
3 ..........................
4 ..........................
5 ..........................

60
10
10
10
10

no
15
15
15
15

130

Total ..................

100

170

210

20
20
20
20

INSTRUCTIONS TO CANDIDATES
(Disregard of these instructions may be considered as indicating inefficiency in accounting work.)

1.

2.

You must arrange the papers in numerical order of
the questions. If more than one page is required for
an answer, write “continued” at the bottom of the
page. Number pages consecutively. For instance,
if 12 pages are used for your answers, the objective
answer sheet is page 1 and your other pages should
be numbered 2 through 12.

ments and calculations associated with them are not
considered. Be certain that you have entered your
answers on the objective answer sheet before the
examination time is up.
3.

Answer all objective-type items on the printed
answer sheet provided for that purpose. It is to
your advantage to attempt all questions even if you
are uncertain of the answer. You are likely to get
the highest score if you omit no answers. Since
objective items are computer-graded, your com-

A CPA is continually confronted with the necessity
of expressing opinions and conclusions in written
reports in clear, unequivocal language. Although
the primary purpose of the examination is to test
the candidate’s knowledge and application of the
subject matter, the ability to organize and present
such knowledge in acceptable written language may
be considered by the examiners.

Prepared by the Board o f Examiners o f the American Institute o f Certified Public Accountants
and adopted by the examining boards o f all states, the District o f Columbia, Guam,
Puerto Rico, and the Virgin Islands o f the United States.
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2. If City sues Dex for fraud, Dex would most likely
avoid liability if it could prove that
a. Dex was not in privity of contract with City.
b. Dex did not perform the audit recklessly or with
an intent to deceive.
c. Mead should have provided more specific infor
mation concerning its suspicions.
d. Mead was contributorily negligent.

Number 1 (Estimated tim e ----- 110 to 130 minutes)
Instructions
Select the best answer for each of the following items.
Use a soft pencil, preferably No. 2, to blacken the ap
propriate circle on the separate printed answer sheet to
indicate your answer. Mark only one answer for each item.
Answer all items. Your grade will be based on the total
number of your correct answers.
The following is an example of the manner in which
the answer sheet should be marked:

3. If City sues Dex for fraud, could Dex be compelled
to furnish City with the audit working papers?
a. No, because of the privileged communication
rule, which is recognized in a majority of
jurisdictions.
b. No, because City was not in privity of contract
with Dex.
c. Yes, if the working papers are relevant to the
action.
d. Yes, provided that Mead does not object.

Item
98. The text of the letter from Bridge Builders, Inc., to
Allied Steel Co. follows:
We offer to purchase 10,000 tons of No. 4 steel
pipe at today’s quoted price for delivery two
months from today. Your acceptance must be
received in five days.

Items 4 and 5 are based on the following information:
Bridge Builders intended to create a (an)
a. Option contract.
b. Unilateral contract.
c. Bilateral contract.
d. Joint contract.

Able, on behalf of Pix Corp., entered into a contract
with Sky Corp., by which Sky agreed to sell computer
equipment to Pix. Able disclosed to Sky that she was acting
on behalf of Pix. However, Able had exceeded her actual
authority by entering into the contract with Sky.

Answer Sheet

4. If Pix does not want to honor the contract, it will
nonetheless be held liable if Sky can prove that
a. Able had apparent authority to bind Pix.
b. Able believed she was acting within the scope
of her authority.
c. Able was an employee of Pix and not an in
dependent contractor.
d. The agency relationship between Pix and Able
was formalized in a signed writing.

98.
Items to be Answered

Items 1 through 3 are based on the following information:
Mead Corp. orally engaged Dex & Co., CPAs, to
audit its financial statements. The management of Mead
informed Dex that it suspected that the accounts receivable
were materially overstated. Although the financial
statements audited by Dex did, in fact, include a materially
overstated accounts receivable balance, Dex issued an un
qualified opinion. Mead relied on the financial statements
in deciding to obtain a loan from City Bank to expand
its operations. City relied on the financial statements in
making the loan to Mead. As a result of the overstated
accounts receivable balance, Mead has defaulted on the
loan and has incurred a substantial loss.

5. If Pix wishes to ratify the contract with Sky, which
of the following statements is correct?
a. Pix must notify Sky that Pix intends to ratify
the contract.
b. Able must have acted reasonably and in Pix’s
best interest.
c. Able must be a general agent of Pix.
d. Pix must have knowledge of all material facts
relating to the contract at the time it is ratified.

6. The apparent authority of a general agent for a
disclosed principal will terminate without notice to third
parties when the
a. Principal dismisses the agent.
b. Principal or agent dies.
c. Purpose of the agency relationship has been
fulfilled.
d. Time period set forth in the agency agreement
has expired.

1.
If Mead sues Dex for negligence in failing to discover
the overstatement, Dex’s best defense would be that
a. No engagement letter had been signed by Dex.
b . The audit was performed by Dex in accordance
with generally accepted auditing standards.
c. Dex was not in privity of contract with Mead.
d . Dex did not perform the audit recklessly or with
an intent to deceive.
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7. Dill was properly admitted as a partner in the ABC
Partnership after purchasing A rd’s partnership interest.
Ard immediately withdrew from the partnership. The part
nership agreement states that the partnership will continue
on the withdrawal or admission of a partner. Unless the
partners otherwise agree,
a. Dill’s personal liability for partnership debts
incurred before Dill was admitted will be limited
to Dill’s interest in partnership property.
b. Ard will automatically be released from personal
liability for partnership debts incurred before
Dill’s admission.
c. Ard will be permitted to recover from the other
partners the full amount that Ard has paid on
account of partnership debts incurred before
Dill’s admission.
d. Dill will be subjected to unlimited personal
liability for partnership debts incurred before
being admitted.

Items 11 and 12 are based on the following information;
Rusk properly created an inter vivos trust naming
Gold as the trustee. The sole asset of the trust is an office
building that is fully rented. Rental receipts exceed
expenditures. The trust instrument is silent as to the allo
cation of items between principal and income.

11. Among the items to be allocated by Gold during the
year are insurance proceeds received as a result of fire
damage to the building and the mortgage interest payments
made during the year. Which of the following items is
properly allocable to principal?

a.
b.
c.
d.

8. West & Co., CPAs, was engaged by Sand Corp. to
audit its financial statements. West issued an unqualified
opinion on Sand’s financial statements. Sand has been
accused of making negligent misrepresentations in the
financial statements, which Reed relied upon when pur
chasing Sand stock. West was not aware of the mis
representations nor was it negligent in performing the
audit. If Reed sues West for damages based upon Section
10(b) and rule 10b-5 of the Securities Exchange Act of
1934, West will
a. Lose, because Reed relied upon the financial
statements.
b. Lose, because the statements contained neg
ligent misrepresentations.
c. Prevail, because some element of scienter must
be proved.
d. Prevail, because Reed was not in privity of con
tract with West.

Insurance proceeds
on building
Yes
Yes
No
No

Current mortgage
interest payments
No
Yes
Yes
No

12. Which of the following statements is correct con
cerning Gold’s responsibility as trustee?
a. Gold’s duty of loyalty will be breached by Gold’s
purchasing assets from the trust despite a pro
vision in the trust agreement permitting such a
purchase.
b. Gold owes a duty of loyalty to the trust but not
to the beneficiaries.
c. Gold must exercise reasonable care and skill
while performing the duties of a trustee.
d. Gold will be free from personal liability with
regard to all contracts entered into by Gold on
behalf of the trust absent fraud by Gold.

9. In general, if the IRS issues a 30-day letter to an in
dividual taxpayer who wishes to dispute the assessment,
the taxpayer
a. May, without paying any tax, immediately file
a petition that would properly commence an
action in Tax Court.
b . May ignore the 30-day letter and wait to receive
a 90-day letter.
c. Must file a written protest within 10 days of
receiving the letter.
d . Must pay the taxes and then commence an action
in federal district court.

13. X, Y, and Z have capital balances of $30,000,
$15,000, and $5,000, respectively, in the XYZ Partner
ship. The general partnership agreement is silent as to the
manner in which partnership losses are to be allocated but
does provide that partnership profits are to be allocated
as follows: 40% to X, 25% to Y, and 35% to Z. The part
ners have decided to dissolve and liquidate the partner
ship. After paying all creditors, the amount available for
distribution will be $20,000. X, Y, and Z are individually
solvent. Under the circumstances, Z will
a. Receive $7,000.
b. Receive $12,000.
c. Personally have to contribute an additional
$5,500.
d. Personally have to contribute an additional
$5,000.

10. To create a valid inter vivos trust to hold personal
property, the trust must be
a. In writing and signed by the settlor (creator).
b. Specific concerning the property to be held in
trust.
c. Irrevocable.
d. In writing and signed by the trustee.
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18. In deciding whether consideration necessary to form
a contract exists, a court must determine whether
a. The consideration given by each party is of
roughly equal value.
b. There is mutuality of consideration.
c. The consideration has sufficient monetary
value.
d. The consideration conforms to the subjective
intent of the parties.

14. Grey and Carr entered into a written partnership
agreement to operate a hardware store. Their agreement
was silent as to the duration of the partnership. Grey wishes
to dissolve the partnership. Which of the following
statements is correct?
a. Unless Carr consents to a dissolution, Grey must
apply to a court and obtain a decree ordering
the dissolution.
b. Grey may not dissolve the partnership unless
Carr consents.
c. Grey may dissolve the partnership only after
notice of the proposed dissolution is given to all
partnership creditors.
d. Grey may dissolve the partnership at any time.

19. Parr is a CPA licensed to practice in State A. Parr
entered into a contract with Jet, Inc., to perform an audit
in State B for $50,000 (including expenses). After Parr
had satisfactorily performed the audit, Jet discovered that
Parr had violated State B’s licensing statute by failing to
obtain a CPA license in State B. Parr incurred $10,000
in expenses in connection with the audit. Jet refuses to
pay any fee to Parr, arguing that it could have engaged
a local CPA licensed in State B to perform the same ser
vices for $35,000 (including expenses). If Parr sues Jet
based on breach of contract, Parr will be entitled to recover
a maximum of
a. $0.
b. $10,000.
c. $35,000.
d. $50,000.

15. In general, which of the following statements con
cerning treasury stock is correct?
a. A corporation may not reacquire its own stock
unless specifically authorized by its articles of
incorporation.
b. On issuance of new stock, a corporation has pre
emptive rights with regard to its treasury stock.
c. Treasury stock may be distributed as a stock
dividend.
d. A corporation is entitled to receive cash
dividends on its treasury stock.
16. In order for an offer to confer the power to form
a contract by acceptance, it must have all of the following
elements except
a. Be communicated to the offeree and the com
munication must be made or authorized by the
offeror.
b. Be sufficiently definite and certain.
c. Be communicated by words to the offeree by the
offeror.
d. Manifest an intent to enter into a contract.

20. On May 1, Dix and Wilk entered into an oral agree
ment by which Dix agreed to purchase a small parcel of
land from Wilk for $450. Dix paid Wilk $100 as a deposit.
The following day, Wilk received another offer to pur
chase the land for $650, the fair market value. Wilk
immediately notified Dix that Wilk would not sell the
land for $450. If Dix sues Wilk for specific performance,
Dix will
a. Prevail, because the amount of the contract was
less than $500.
b. Prevail, because there was part performance.
c. Lose, because the fair market value of the land
is over $500.
d. Lose, because the agreement was not in writing
and signed by Wilk.

17. On July 1, Silk, Inc., sent Blue a telegram offering
to sell Blue a building for $80,000. In the telegram. Silk
stated that it would give Blue 30 days to accept the offer.
On July 15, Blue sent Silk a telegram that included the
following statement: “ The price for your building seems
too high. Would you consider taking $75,000?’’ This
telegram was received by Silk on July 16. On July 19, Tint
made an offer to Silk to purchase the building for $82,000.
Upon learning of Tint’s offer, Blue, on July 27, sent Silk
a signed letter agreeing to purchase the building for
$80,000. This letter was received by Silk on July 29.
However, Silk now refuses to sell Blue the building. If Blue
commences an action against Silk for breach of contract,
Blue will
a. Win, because Blue effectively accepted Silk’s
offer of July 1.
b. Win, because Silk was obligated to keep the
offer open for the 30-day period.
c. Lose, because Blue sent the July 15 telegram.
d. Lose, because Blue used an unauthorized means
of communication.

21. Baker and Able signed a contract which required
Able to purchase 600 books from Baker at 90¢ per book.
Subsequently, Able, in good faith, requested that the price
of the books be reduced to 80¢ per book. Baker orally
agreed to reduce the price to 80¢. Under the circumstances,
the oral agreement is
a. Unenforceable, because Able failed to give
consideration, but proof of it will be otherwise
admissible into evidence.
b. Unenforceable, due to the statute of frauds, and
proof of it will be inadmissible into evidence.
c. Enforceable, but proof of it will be inadmissible
into evidence.
d. Enforceable, and proof of it will be admissible
into evidence.
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22. On May 1, 1972, Mix, CPA, entered into an oral
contract with Dell to provide certain accounting services
to Dell. The contract was fully performed by both parties
in 1974. On April 25, 1988, Dell commenced a breach of
contract action against Mix claiming that Mix had im
properly performed the accounting services. Mix’s best
defense to the action would likely be the
a. Parol evidence rule.
b. Statute of limitations.
c. Statute of frauds.
d. Lack of consideration.

27. Lux Financial Corp. loaned Boe $100,000. At Lux’s
request, Boe entered into an agreement with Frey and Harp
for them to act as co-sureties on the loan in the amount
of $100,000 each. If Lux releases Harp without the con
sent of Frey or Boe, and Boe subsequently defaults, which
of the following statements is correct?
a. Frey will be liable for 50% of the loan balance.
b. Lux’s release of Harp will have no effect on
Boe’s and Frey’s liability to Lux.
c. Boe will be released for 50% of the loan balance.
d. Frey will be liable for the entire loan balance.

23. Quick Corp. has $270,000 of outstanding accounts
receivable. On March 1 0 , 1988, Quick assigned a $30,000
account receivable due from Pine, one of Quick’s
customers, to Taft Bank for value. On March 30, Pine
paid Quick the $30,000. On April 5, Taft notified Pine
of the March 10 assignment from Quick to Taft. Taft is
entitled to collect $30,000 from
a. Either Quick or Pine.
b. Neither Quick nor Pine.
c. Pine only.
d. Quick only.

Items 28 through 31 are based on the following information:
Knox operates an electronics store as a sole pro
prietor, On April 5, 1988, Knox was involuntarily peti
tioned into bankruptcy under the liquidation provisions
of the Bankruptcy Code. On April 20, a trustee in bank
ruptcy was appointed and an order for relief was entered.
Knox’s non-exempt property has been converted to cash,
which is available to satisfy the following claims and
expenses as may be appropriate:
Claims and expenses

24. Dell owed Stark $9,000. As the result of an unrelated
transaction, Stark owed Ball that same amount. The three
parties signed an agreement that Dell would pay Ball
instead of Stark, and Stark would be discharged from all
liability. The agreement among the parties is
a. A novation.
b. An executed accord and satisfaction.
c. Voidable at Ball’s option.
d. Unenforceable for lack of consideration.

Claim by Dart Corp. (one of Knox’s suppliers)
for computers ordered on April 6, 1988 and
delivered on credit to Knox on April 10, 1988.
Fee earned by the bankruptcy trustee.
Claim by Boyd for a deposit given to Knox on
April 1, 1988, for a computer Boyd pur
chased for personal use but that had not yet
been received by Boyd,
Claim by Noll Co. for the delivery of stereos
to Knox on credit. The stereos were delivered
on March 4 , 1988, and a financing statement
was properly filed on March 5 , 1988. These
stereos were sold by the trustee with Noll’s
consent for $7,500, their fair market value.
Fees earned by the attorneys for the
bankruptcy estate.
Claims by unsecured general creditors,

25. To establish a cause of action based on fraud in the
inducement, one of the elements the plaintiff must
generally prove is that
a. It is impossible for the plaintiff to perform the
terms of the contract.
b. The contract is unconscionable.
c. The defendant made a false representation of
a material fact.
d. There has been a mutual mistake of a material
fact by the plaintiff and defendant.

$20,000
$15,000

$1,500

$5,000
$10,000
$1,000

The cash available for distribution includes the pro
ceeds from the sale of the stereos.

26. Sklar borrowed $360,000 from Rich Bank. At Rich’s
request, Sklar entered into an agreement with Aker, Burke,
and Cey to act as co-sureties on the loan. The agreement
between Sklar and the co-sureties provided that the max
imum liability of each co-surety was: Aker $72,000,
Burke $108,000, and Cey $180,000. After making several
payments, Sklar defaulted on the loan. The balance
was $240,000. If Cey pays $180,000 and Sklar
subsequently pays $60,000, what amounts may Cey
recover from Aker and Burke?
a. $0 from Aker and $0 from Burke.
b. $60,000 from Aker and $60,000 from Burke.
c. $48,000 from Aker and $72,000 from Burke.
d. $36,000 from Aker and $54,000 from Burke.

28. What amount will be distributed to the trustee as a
fee if the cash available for distribution is $15,000?
a. $ 6,000
b. $ 9,000
c. $10,000
d. $15,000
29. What amount will be distributed to Boyd if the cash
available for distribution is $50,800?
a. $ 480
b. $ 800
c. $ 900
d. $1,500
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35. Which of the following statements is correct with
respect to the reorganization provisions of the Bankruptcy
Code?
a. The commencement of a proceeding may be
voluntary or involuntary.
b. A partnership is not eligible to be a debtor.
c. In all cases a trustee must be appointed.
d. The debtor must be insolvent if the bankruptcy
petition was filed voluntarily.

30. What amount will be distributed to Dart if the cash
available for distribution is $41,000?
a. $10,100
b. $11,000
c. $16,000
d. $20,000
31. If the trustee in bankruptcy wishes to avoid Noll’s
March 4 transaction with Knox as a preferential transfer,
the trustee will
a. Lose, because the transfer was in fact a substan
tially contemporaneous exchange for new value
given.
b . Lose, because there is no evidence that Knox was
insolvent on March 4.
c. Prevail, because the transfer occurred within 90
days of the filing of the bankruptcy petition.
d . Prevail, because the financing statement was not
filed on the day of delivery.

36. The principal purpose of the registration require
ments of the Securities Act of 1933 is to
a. Prevent public offerings of securities in which
management fraud or unethical conduct is
suspected.
b. Provide the SEC with the information necessary
to determine the accuracy of the facts presented
in the financial statements.
c. Assure that investors have adequate informa
tion upon which to base investment decisions.
d . Provide the SEC with the information necessary
to evaluate the financial merits of the securities
being offered.

32. Which of the following statements is correct with
respect to a voluntary bankruptcy proceeding under the
liquidation provisions of the Bankruptcy Code?
a. The debtor must be insolvent.
b. The liabilities of the debtor must total $5,000
or more.
c. It may be properly commenced and maintained
by any person who is insolvent.
d . The filing of the bankruptcy petition constitutes
an order for relief.

37. Unless an exemption applies to an offering of
securities, the Securities Act of 1933 requires preparation
and filing of a

a.
b.
c.
d.

33. In general, which of the following debts will be
discharged under the voluntary liquidation provisions of
the Bankruptcy Code?
a. Debts incurred after the order for relief but
before the debtor receives a discharge in
bankruptcy.
b. Income taxes due as the result of filing a
fraudulent return seven years prior to the filing
of the bankruptcy petition.
c. A debt arising before the filing of the bankruptcy
petition due to the debtor’s negligence.
d. Alimony payments owed to the debtor’s spouse
under a separation agreement entered into prior
to the filing of the bankruptcy question.

Registration
statement
Yes
Yes
No
No

Prospectus
Yes
No
Yes
No

38. Which of the following statements is correct with
respect to the Securities Exchange Act of 1934?
a. Issuers whose securities are registered under the
Act are required to comply with its reporting
requirements.
b . The Act applies only to issuers whose securities
are traded on a national securities exchange.
c. The Act subjects all issuers of securities to its
registration requirements if the issuer has more
than $2.5 million of assets or more than 250
shareholders.
d . The antifraud provisions of the Act do not apply
to issuers of securities that are exempt from the
Act’s registration requirements.

34. On June 5, 1987, Green rented equipment under a
five-year lease. On March 8 , 1988, Green was involuntarily
petitioned into bankruptcy under the liquidation provi
sions of the Bankruptcy Code, and a trustee was ap
pointed. The fair market value of the equipment exceeds
the balance of the lease payments due. The trustee
a. Must assume the equipment lease because its
term exceeds one year.
b . Must assume and subsequently assign the equip
ment lease.
c. May elect not to assume the equipment lease.
d. May not reject the equipment lease because the
fair market value of the equipment exceeds the
balance of the lease payments due.

39. In order to raise $375,000, Penn Corp. is offering
its securities under Rule 504 of Regulation D of the
Securities Act of 1933. Under Rule 504, the offering
a. Must be sold to accredited investors.
b . Can not be sold to more than 35 non-accredited
investors.
c. Can be sold to an unlimited number of accred
ited and non-accredited investors.
d. Will not subject the issuer to the antifraud pro
visions of the Securities Act of 1933.
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44. Bing was employed as a taxi driver by Speedy, Inc.
While acting in the scope and course of his employment
with Speedy, Bing collided with a van driven by Hart. Hart
was an independent contractor making a delivery for Troy
Corp. The collision was caused solely by Bing’s negligence.
As a result of the collision, both Bing and Hart suffered
permanent injuries. Speedy and Troy were both in com
pliance with the state’s workers’ compensation statute.
If Hart commences an action against Bing and Speedy for
negligence, which of the following statements is correct?
a. Hart is entitled to recover damages from Bing
or Speedy.
b. Bing will either be denied workers’ compensa
tion benefits or have his benefits reduced be
cause of his negligence.
c. H art’s action for negligence will be dismissed
because Hart is an independent contractor.
d. Hart is entitled to recover damages from
Speedy’s workers’ compensation carrier to the
extent no duplicate payment has been received
by Hart.

40. If securities are registered under the Securities
Exchange Act of 1934, which of the following disclosure
provisions apply?

a.
b.
c.
d.

Notice o f
sales o f the registered
securities by the
corporation’s officers
must be filed with
the SEC
No
Yes
Yes
No

Proxy material
fo r the registered
securities must be
filed with the SEC
Yes
No
Yes
No

41. Which of the following are exempt from the registra
tion requirements of the Securities Act of 1933?
a. All industrial development bonds issued by
municipalities.
b. Stock of a corporation offered and sold only to
residents of the state in which the issuer was in
corporated and doing all of its business.
c. Bankers’ acceptances with maturities at the time
of issue ranging from one to two years.
d. Participation interests in a money market fund
that consists wholly of short-term commercial
paper.

45. In general, which of the following statements is cor
rect with respect to unemployment compensation?
a. An employee who is unable to work because of
a disability is entitled to unemployment
compensation.
b. An individual who has been discharged from
employment because of work-connected
misconduct is ineligible for unemployment
compensation.
c. The maximum period during which unemploy
ment compensation may be collected is uniform
throughout the United States.
d. The maximum amount of weekly unemploy
ment compensation payments made by a state
is determined by federal law.

42. In general, the Securities Act of 1933 provides for
an exemption from registration for

a.
b.
c.
d.

A stock dividend
issued to existing
shareholders
Yes
Yes
No
No

Bonds issued by
a municipality
fo r governmental
purposes
No
Yes
Yes
No

46.

Ard is holding the following instrument:

I, Rosemary Larkin, hereby promise to pay to the
bearer twenty thousand dollars ($20,000). This docu
ment is given by me as payment of the balance due
on my purchase of a 1984 Winnebago mobile home
from Ed Dill and is payable when I am able to
obtain a bank loan.

43. Which of the following statements is correct with
respect to social security taxes and benefits?
a. An individual whose gross income exceeds cer
tain maximum limitations is required to include
the entire amount received as disability benefits
in the computation of taxable income.
b . Benefits are available to a qualifying individual
or that individual’s family only upon retirement
or disability.
c. An employer that erroneously underwithholds
and underpays an employee’s share of social
security taxes will be liable for the unpaid
balance of the employee’s share.
d. An individual whose private pension benefits
exceed certain maximum limitations will have
social security retirement benefits reduced.

Rosemar y Larkin
This instrument is not negotiable because it
a. Refers to the contract out of which it arose.
b. Is payable to bearer rather than to a named
payee.
c. Is not dated on the face of the instrument.
d. Is not payable at a definite time.

39

Examination Questions — May 1988
47. Assuming each of the following is negotiable, which
qualifies as a draft under the UCC Commercial Paper
Article?
a. A warehouse receipt.
b. A demand promissory note.
c. A document of title.
d. A trade acceptance.

Items 53 and 54 are based on the following information:
Boch and Kent are equal owners of a warehouse. Boch
died leaving a will that gave his wife all of his right, title,
and interest in his real estate.
53. If Boch and Kent owned the warehouse at all times
as joint tenants with the right of survivorship, Boch’s
interest
a. Will pass to his wife after the will is probated.
b. Will not be included in his gross estate for federal
estate tax purposes.
c. Could not be transferred before Boch’s death
without Kent’s consent.
d. Passed to Kent upon Boch’s death.

48. The value requirement in determining whether a per
son is a holder in due course with respect to a check will
not be satisfied by the taking of the check
a. As security for an obligation to the extent of the
obligation.
b. As payment for an antecedent debt.
c. In exchange for another negotiable instrument.
d. In exchange for a promise to perform services
in the future.

54. If Boch and Kent owned the warehouse at all times
as tenants in common, which of the following statements
is correct?
a. Boch’s interest will pass to his wife after the will
is probated.
b. Upon Boch’s death, all tenancies in common
terminated.
c. Boch’s interest will not be included in his gross
estate for federal estate tax purposes.
d. Upon Boch’s death, his interest passed to Kent.

49. The procedure necessary to negotiate a document
of title depends principally on whether the document is
a. An order document or a bearer document.
b. Issued by a bailee or a consignee.
c. A receipt for goods stored or goods already
shipped.
d. A bill of lading or a warehouse receipt.
50. Under the UCC Sales Article, which of the follow
ing warranties requires the seller to be a merchant with
respect to the goods being sold in order for the warranty
to apply?
Implied warranty
o f fitness fo r a
particular purpose
a.
Yes
b.
No
c.
Yes
d.
No

55. Sisk is a tenant of Met Co. and has two years
remaining on a six-year lease executed by Sisk and Met.
The lease prohibits subletting but is silent as to Sisk’s right
to assign the lease. Sisk assigned the lease to Kern Corp.
which assumed all of Sisk’s obligations under the lease.
Met objects to the assignment. Which of the following
statements is correct?
a. The assignment to Kern is voidable at Met’s
option.
b . Sisk would have been relieved from liability on
the lease with Met if Sisk obtained Met’s con
sent to the assignment.
c. Sisk will remain liable to Met for the rent pro
vided for in the lease.
d . With respect to the rent provided for in the lease,
Kern is liable to Sisk but not to Met.

Implied warranty
o f merchantability
Yes
No
No
Yes

51. A purchaser of real property who wishes to receive
the broadest protection with respect to the property being
conveyed should obtain a
a. Bargain and sale deed.
b. General warranty deed.
c. Quitclaim deed.
d. Grant deed.

56. Bell obtained a $30,000 loan from Arco Bank,
executing a promissory note and mortgage. The loan was
secured by a building that Bell purchased from Marx
for $50,000. Arco’s recording of the mortgage
a. Generally does not affect the rights of Bell and
Arco against each other under the promissory
note.
b. Generally creates a possessory security interest
in Arco.
c. Cuts off the rights of all prior and subsequent
lessees of the building.
d. Transfers legal title to the building to Arco.

52. In general, which of the following statements is cor
rect with respect to a real estate mortgage?
a. The mortgage must be in writing and signed by
both the mortgagor (borrower) and mortgagee
(lender).
b. The mortgagee may assign the mortgage to a
third party without the mortgagor’s consent.
c. The mortgage need not contain a description of
the real estate covered by the mortgage,
d. The mortgage must contain the actual amount
of the underlying debt and the rate of interest.
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57. On April 6, 1988, Walsh purchased a warehouse
from Bock for $150,000. Best Title Co. had performed
a title search of the property. The results of the title search
indicated that a mortgage given to Stone by Bock was duly
recorded against the warehouse on March 9, 1988.
However, the title search failed to detect a purchase money
mortgage dated March 2, 1988, given by Bock to Todd.
This mortgage was never recorded. Walsh was unaware
of the mortgage to Todd. Under the circumstances,
a. Walsh will take title to the warehouse subject
to Todd’s mortgage because it is a purchase
money mortgage.
b. Walsh will take title to the warehouse free of
Todd’s mortgage.
c. T odd’s mortgage is superior to Stone’s
mortgage,
d. Best will be liable to Walsh because of its failure
to detect the Todd mortgage.

Mirk & Co., CPAs, has been engaged to audit Spear
C orp.’s 1987 financial statements. Spear is engaged in the
business of buying and selling computers. Spear has
adopted a calendar year for accounting purposes. While
conducting the audit, Mirk reviewed the following trans
actions occurring in December 1987.

58. Shea Corp. owns a factory that has a fair market
value of $50,000. Deal Bank holds a first mortgage and
Rift Finance holds a second mortgage on the factory. Shea
has discontinued payments to Deal and Rift. As a result,
Deal, which is owed $45,000, and Rift, which is owed
$15,000, have foreclosed on their respective mortgages.
If the factory is properly sold to Bean at a judicial sale
for $50,000, after expenses,
a. Deal will receive $37,500 out of the proceeds.
b. Rift will receive $5,000 out of the proceeds.
c. Rift has a right of redemption after the judicial
sale.
d. Bean will take the factory subject to the
unsatisfied portion of any mortgage.

59. On A p ril2 , 1987, RitzCorp. purchased a warehouse
that it insured for $500,000. The policy contained a 75%
coinsurance clause. On April 25, 1988, a fire caused
$900,000 damage to the warehouse. The fair market value
of the warehouse was $800,000 on April 2, 1987, and $1
million on April 25, 1988. Ritz is entitled to receive in
surance proceeds of, at most,
a. $375,000.
b. $500,000.
c. $600,000.
d. $750,000.

•

On December 20, Spear sold five computers to Pica
Corp. The contract required Spear to ship the com
puters by common carrier. The shipping terms of the
contract were “ F.O.B.—Spear’s loading dock.” The
computers were shipped on December 30, and on
January 1 , 1988, while the computers were in transit,
the common carrier was involved in an accident caus
ing a fire that totally destroyed the computers. Pica
discovered, upon a review of a copy of the common
carrier’s bill of lading, that the destroyed computers
were not the models it had ordered,

•

On December 21, Spear purchased and took delivery
of 15 computers from Larson for $20,000. Larson had
purchased the computers from Xeon Co., paying
Xeon with a check that Larson’s bank refused to
honor because of insufficient funds. Spear was
unaware that Larson’s check was dishonored.

•

On December 22, Spear entered into a sale on approval
contract with Rusk Corp. for two computers. Rusk
is engaged exclusively in the business of selling fur
niture. The contract required Rusk to notify Spear
within 15 days after delivery if it did not want to keep
the computers. Rusk took delivery of the computers
on December 21, and, as of December 31, had not
yet decided whether to keep the computers.

With regard to the transactions described above, Mirk
wishes to resolve the following issues that were not
addressed in the specific contracts:
As of December 31, 1987, which of the parties bears
the risk of loss for the computers with regard to the:
•
•

December 20 transaction with Pica?
December 22 transaction with Rusk?

As of December 31, 1987, which of the parties has
title to the computers with regard to the:
60. Beal occupies an office building as a tenant under
a 25-year lease. Beal also has a mortgagee’s (lender’s) in
terest in an office building owned by Hill Corp. In which
capacity does Beal have an insurable interest?

a.
b.
c.
d.

Tenant
Yes
Yes
No
No

•
•

December 21 transaction with Larson?
December 22 transaction with Rusk?

What rights do the general creditors of Rusk have
to the computers delivered to Rusk pursuant to the
December 22 transaction with Spear?

Mortgagee
Yes
No
Yes
No

Required: Discuss the issues raised by Mirk, setting forth
your conclusions and reasons therefor.
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Examination Questions — May 1988
Number 3 (Estimated tim e----- 15 to 20 minutes)

Number 4 (Estimated tim e----- 15 to 20 minutes)

Walsh is evaluating two different investment
opportunities. One requires an investment of $100,000 to
become a limited partner in a limited partnership that owns
a shopping center. The other requires an investment of
$100,000 to purchase 3% of the voting common stock of
a corporation engaged in manufacturing. Walsh is uncer
tain about the advantages and disadvantages of being a
limited partner versus being a shareholder. The issues of
most concern to Walsh are:

Dunn & Co., CPAs, is auditing the 1987 financial
statements of its client, Safe Finance. While performing
the audit, Dunn learned of certain transactions that
occurred during 1987 that may have an adverse impact
on Safe’s financial statements. The following transactions
are of most concern to Dunn:

•

The right to transfer a limited partnership interest
versus shares of stock.

•

The liability as a limited partner versus that of a
shareholder for debts incurred by a limited partner
ship or a corporation.

•

The right of a limited partner versus that of a
shareholder to participate in daily management.

•

The right of a limited partner to receive partnership
profits versus the right of a shareholder to receive
dividends from a corporation.

•

On May 5, Safe sold certain equipment to Lux, who
contemporaneously executed and delivered to Safe a
promissory note and security agreement covering the
equipment. Lux purchased the equipment for use in
its business. On May 8, City Bank loaned Lux $50,000,
taking a promissory note and security agreement from
Lux that covered all of Lux’s existing and afteracquired equipment. On May 11, Lux was involun
tarily petitioned into bankruptcy under the liquidation
provisions of the Bankruptcy Code and a trustee was
appointed. On May 12, City filed a financing state
ment covering all of Lux’s equipment. On May 14,
Safe filed a financing statement covering the equip
ment it had sold to Lux on May 5.

•

On July 10, Safe loaned $600,000 to Cam Corp.,
which used the funds to refinance existing debts. Cam
duly executed and delivered to Safe a promissory note
and a security agreement covering Cam’s existing and
after-acquired inventory of machine parts. On July
12, Safe filed a financing statement covering Cam’s
inventory of machine parts. On July 15, Best Bank
loaned Cam $200,000. Contemporaneous with the
loan, Cam executed and delivered to Best a promissory
note and security agreement covering all of Cam’s
inventory of machine parts and any after-acquired
inventory. Best had already filed a financing state
ment covering Cam’s inventory on June 20, after Best
agreed to make the loan to Cam. On July 14, Dix,
in good faith, purchased certain machine parts from
Cam’s inventory and received delivery that same day.

Required: Briefly identify and discuss the basic
differences and similarities in the formation of a limited
partnership and a corporation. Discuss in separate
paragraphs the issues raised by Walsh. (Ignore tax and
securities laws.)

Required: Define a purchase money security interest. In
separate paragraphs, discuss whether Safe has a priority
security interest over:
•
•
•
•
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The trustee in Lux’s bankruptcy with regard to the
equipment sold by Safe on May 5.
City with regard to the equipment sold by Safe on
May 5.
Best with regard to Cam’s existing and after-acquired
inventory of machine parts.
Dix with regard to the machine parts purchased or
July 14 by Dix.

Business Law
Number 5 (Estimated tim e----- 15 to 20 minutes)

On February 1, 1988, Birk acquired all of Apple’s
outstanding stock. Birk’s decision was based on the
unqualified opinion issued by Kaye on Apple’s 1987 finan
cial statements. Within 10 days after the merger, Cream
decided not to honor the agreement with Apple and gave
notice that it had selected another management consulting
firm. This caused the market value of the Apple stock ac
quired by Birk to decrease drastically.

Birk Corp. is interested in acquiring Apple & Co. Birk
engaged Kaye & Co., CPAs, to audit the 1987 financial
statements of Apple. Both Birk and Apple are engaged
in the business of providing management consulting ser
vices. While reviewing certain contracts entered into by
Apple, Kaye became concerned with the proper reporting
of the following matters:
•

•

On December 5, 1987, Apple entered into an oral
agreement with Cream Inc., to perform certain
management advisory services for Cream for a fee of
$150,000 per month. The services were to have com
menced on February 15, 1988 and to have ended on
December 2 0 , 1988. Apple reported all of the revenues
related to the contract on its 1987 financial statements.
This constituted 30% of Apple’s income for 1987.

On May 2, 1987, Birk learned that Nestar opened a
management consulting firm three blocks from where
Nestar’s office had been located on February 8, 1987.

Based on the foregoing, Birk has commenced an
action against Kaye alleging negligence in performing the
audit of Apple’s financial statements.

On February 8, 1987, Apple purchased the assets of
Nestar & Co., a small management consulting firm.
Apple and Nestar entered into a written agreement
with regard to the transaction that required Apple to
pay Nestar $80,000 a year for five years. The agree
ment required Nestar to transfer all of its assets and
goodwill to Apple. Further, the agreement required
Nestar not to compete with Apple or Apple’s suc
cessors for a period of three years within the city where
the majority of Nestar’s clients were located. Nestar’s
office was also located in this city. Other Nestar clients
were located throughout the state.

Required: Answer the following, setting forth reasons
for any conclusions stated.

a. Discuss whether the December 5 , 1987 agreement
between Cream and Apple is enforceable.
b. Discuss whether the agreement of Nestar not to
compete with Apple is enforceable against Nestar.
c. Discuss whether Birk will prevail in its action
against Kaye & Co., CPAs.
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EXAMINATION IN ACCOUNTING THEORY
(Theory of Accounts)
May 6, 1988; 1:30 P.M. to 5:00 PM .

NOTE TO CANDIDATES: Suggested time allotments are as follows:
Point
Value

All questions are required:
No.
No.
No.
No.
No.

Estimated Minutes
Minimum Maximum

1 ..........................
2 ..........................
3 ..........................
4 ..........................
5 ..........................

60
10
10
10
10

90
15
15
15
15

no
25
25
25
25

Total ..................

100

150

210

INSTRUCTIONS TO CANDIDATES
(Disregard of these instructions may be considered as indicating inefficiency in accounting work.)

1.

2.

ments and calculations associated with them are not
considered. Be certain that you have entered your
answers on the objective answer sheet before the
examination time is up.

You must arrange the papers in numerical order of
the questions. If more than one page is required for
an answer, write “ continued” at the bottom of the
page. Number pages consecutively. For instance,
if 12 pages are used for your answers, the objective
answer sheet is page 1 and your other pages should
be numbered 2 through 12.

3.

Answer all objective-type items on the printed
answer sheet provided for that purpose. It is to
your advantage to attempt all questions even if you
are uncertain of the answer. You are likely to get
the highest score if you omit no answers. Since
objective items are computer-graded, your com

A CPA is continually confronted with the necessity
of expressing opinions and conclusions in written
reports in clear, unequivocal language. Although
the primary purpose of the examination is to test
the candidate’s knowledge and application of the
subject matter, the ability to organize and present
such knowledge in acceptable written language may
be considered by the examiners.

Prepared by the Board o f Examiners o f the American Institute o f Certified Public Accountants
and adopted by the examining boards o f all states, the District o f Columbia, Guam,
Puerto Rico, and the Virgin Islands o f the United States.
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Accounting Theory
3. A subsidiary was acquired for cash in a business com
bination on January 1 , 1987. The purchase price exceeded
the fair value of identifiable net assets. The acquired com
pany owned equipment with a market value in excess of
the carrying amount as of the date of combination. A con
solidated balance sheet prepared on December 31, 1987,
would
a. Report the unamortized portion of the excess
of the market value over the carrying amount
of the equipment as part of goodwill.
b. Report the unamortized portion of the excess
of the market value over the carrying amount
of the equipment as part of plant and
equipment.
c. Report the excess of the market value over the
carrying amount of the equipment as part of
plant and equipment.
d. Not report the excess of the market value over
the carrying amount of the equipment because
it would be expensed as incurred.

Number 1 (Estimated tim e----- 90 to 110 minutes)

Instructions
Select the best answer for each of the following items
relating to a variety of issues in accounting. Use a soft
pencil, preferably No. 2, to blacken the appropriate cir
cle on the separate printed answer sheet to indicate your
answer. Mark only one answer for each item. Answer all
items. Your grade will be based on the total number of
your correct answers.
The following is an example of the manner in which
the answer sheet should be marked:
Item
99. The financial statement which summarizes the finan
cial position of a company is the
a. Income statement.
b. Balance sheet.
c. Statement of changes in financial position.
d. Retained earnings statement.

4. During a period of inflation in which a liability ac
count balance remains constant,which of the following
occurs?
a. A purchasing power loss if the item is a non
monetary liability.
b. A purchasing power gain if the item is a non
monetary liability.
c. A purchasing power loss if the item is a monetary
liability.
d. A purchasing power gain if the item is a
monetary liability.

Answer Sheet
99
Items to be Answered

1. According to the FASB’s conceptual framework, the
calculation of comprehensive income includes which of
the following?
Income from
continuing operations
a.
No
b.
Yes
c.
Yes
d.
No

5.
The amount by which the aggregate market value
of a marketable equity securities portfolio exceeds its cost
should be accounted for as a valuation allowance when
the portfolio is classified as

Distributions
to owners
No
No
Yes
Yes

a.
b.
c.
d.

2, The FASB’s conceptual framework classifies gains
and losses based on whether they are related to an entity’s
major ongoing or central operations. These gains or losses
may be classified as

a.
b.
c.
d.

Nonoperating
Yes
Yes
No
No

Current
No
No
Yes
Yes

Noncurrent
No
Yes
Yes
No

6 . An issuer of bonds is required by its bond indenture
agreement to use a sinking fund for the retirement of the
bonds. Cash was transferred to the sinking fund. The sink
ing fund cash was then used to purchase investments. The
sinking fund
a. Increases when the investments are purchased.
b . Decreases when the investments are purchased.
c. Increases by revenue earned on the investments.
d. Is not affected by revenue earned on the
investments.

Operating
No
Yes
Yes
No
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Examination Questions — May 1988
12, A retail store received cash and issued a gift certificate
that is redeemable in merchandise. When the gift certificate
was issued, a
a. Deferred revenue account should be decreased.
b. Deferred revenue account should be increased,
c. Revenue account should be decreased.
d. Revenue account should be increased.

7. A note receivable bearing a reasonable interest rate
is sold to a bank with recourse. The notes receivable dis
counted account was appropriately credited. The notes
receivable discounted account should be reported as a
a. Contra-asset account for the proceeds from the
discounting transaction.
b. Contra-asset account for the face amount of the
note.
c. Liability account for the proceeds from the dis
counting transaction.
d. Liability account for the face amount of the
note.

13. A company’s accumulated depreciation for income
tax purposes exceeded its accumulated depreciation for
financial statement purposes at December 31, 1987. The
company’s effective income tax rate has been forty per
cent over the asset’s life. With respect to this item, which
of the following should be reported in the December 31,
1987, balance sheet?
a. The total amount of the excess as a current
deferred income tax credit.
b. Forty percent of the excess as a current deferred
income tax credit.
c. The total amount of the excess as a noncurrent
deferred income tax credit.
d. Forty percent of the excess as a noncurrent
deferred income tax credit.

8. An expenditure to install an improved electrical
system is a

a.
b.
c.
d.

Capital expenditure
No
No
Yes
Yes

Revenue expenditure
Yes
No
No
Yes

9.
A company using the composite depreciation method
for its fleet of trucks, cars, and campers retired one of
its trucks and received cash from a salvage company. The
net carrying amount of these composite asset accounts
would be decreased by the
a. Cash proceeds received and original cost of the
truck,
b. Cash proceeds received.
c. Original cost of the truck less the cash proceeds.
d. Original cost of the truck.

14. A five-year term bond was issued by a company on
January 1, 1986, at a discount. The carrying amount of
the bond at December 31, 1987, would be
a. Higher than the carrying amount at December
31, 1986.
b . Lower than the carrying amount at December 31,
1986.
c. The same as the carrying amount at January 1,
1986.
d. Higher than the carrying amount at December
31, 1988.

10. Which of the following costs of goodwill should be
capitalized and amortized over their estimated useful lives?

a.
b.
c.
d.

Costs o f goodwill
from a business
combination accounted Costs o f developing
goodwill internally
fo r as a purchase
No
No
No
Yes
Yes
Yes
No
Yes

15. At the time of conversion of bonds into common
stock, the market value of the stock exceeds the net carry
ing amount of the bonds. A loss on conversion would be
recognized when using the

a.
b.
c.
d.

11. On September 1, 1986, a company borrowed cash
and signed a two-year interest-bearing note on which both
the principal and interest are payable on September 1,
1988. How many months of accrued interest would be in
cluded in the liability for accrued interest at December 31,
1986, and December 31, 1987?

a.
b.
c.
d.

At
December 31, 1986
4 months
4 months
12 months
20 months

Book value method
Yes
Yes
No
No

Market value method
No
Yes
Yes
No

16, When bonds are issued with stock purchase warrants,
a portion of the proceeds should be allocated to
paid-in capital for bonds issued with

At
December 31, 1987
16 months
4 months
24 months
8 months

a.
b.
c.
d.
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Detachable stock
purchase warrants
No
No
Yes
Yes

Nondetachable stock
purchase warrants
Yes
No
No
Yes

Accounting Theory
17. A lawsuit in connection with a safety hazard exists
for a manufactured product. Occurrence of a loss is
probable and the amount can be reasonably estimated.
This loss contingency should be

a.
b.
c.
d.

Accrued
No
No
Yes
Yes

22. A partnership is formed by two individuals who were
previously sole proprietors. Which of the following parts
of the initial investment in the newly created partnership
would be recorded at the fair value at the date of the
investment?

Disclosed
in footnotes
Yes
No
No
Yes

a.
b.
c.
d.

a.
b.
c.
d.

Recorded
No
Yes
Yes
No

Collected
Yes
Yes
No
No

24. In a lease that is recorded as a sales-type lease by
the lessor, interest revenue
a. Does not arise.
b. Should be recognized over the period of the lease
using the interest method.
c. Should be recognized over the period of the lease
using the straight-line method.
d. Should be recognized in full as revenue at the
lease’s inception.

19. A property dividend should be recorded in retained
earnings at the property’s
a. Book value at date of declaration.
b. Book value at date of issuance (payment).
c. Market value at date of declaration.
d. Market value at date of issuance (payment).

25. Depreciation is computed on the original cost less
estimated salvage value under which of the following
depreciation methods?

20. Treasury stock was acquired for cash at a price in
excess of its original issue price. The treasury stock was
subsequently reissued for cash at a price in excess of its
acquisition price. Assuming that the par value method of
equity?

a.
b.
c.
d.

Inventories
No
Yes
Yes
No

23. A company uses the completed-contract method to
account for a long-term construction contract. Revenue
is recognized when progress billings are

18. When collectibility is reasonably assured, the excess
of the subscription price over the stated value of the no
par common stock subscribed should be recorded as
a. Additional paid-in capital when the common
stock is issued.
b . Additional paid-in capital when the subscription
is collected.
c. Additional paid-in capital when the subscription
is recorded.
d. No par common stock.

Acquisition o f
treasury stock
No effect
Increase
Decrease
Decrease

Marketable
securities
No
No
Yes
Yes

a.
b.
c.
d.

Reissuance o f
treasury stock
No effect
Decrease
No effect
Increase

Double-declining
balance
No
No
Yes
Yes

Productive output
No
Yes
Yes
No

26. A sale of goods was denominated in a currency other
than the entity’s functional currency. The sale resulted in
a receivable that was fixed in terms of the amount of
foreign currency that would be received. Exchange rates
between the functional currency and the currency in which
the transaction was denominated changed so that a loss
was incurred. This loss should be included as a
a. Translation loss reported as a component of
income from continuing operations.
b. Translation loss reported as a separate compo
nent of stockholders’ equity.
c. Transaction loss reported as a component of
income from continuing operations.
d . Transaction loss reported as a separate compo
nent of stockholders’ equity.

21. A company issued rights to its existing shareholders.
The rights were issued without consideration. The rights
allowed the recipients to purchase unissued common stock
for an amount in excess of par value. Additional paid-in
capital will be
a. Increased when the rights are exercised.
b. Increased when the rights are issued.
c. Decreased when the rights are exercised.
d. Decreased when the rights expire.
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Examination Questions — May 1988
32. Which of the following should be disclosed in the
summary of significant accounting policies?
Composition o f
Inventory
plant assets
pricing
Yes
a.
Yes
Yes
b.
No
No
c.
No
No
d.
Yes

27. Permanent differences between taxable income and
pre-tax accounting income affect

a.
b.
c.
d.

Interperiod income
tax allocation
No
No
Yes
Yes

Intraperiod income
tax allocation
No
Yes
Yes
No

33. Company S and Company T exchanged non
monetary assets. The exchange did not culminate an
earning process for either Company S or Company T.
Company S paid cash to Company T in connection with
the exchange. Realized gain on the exchange, to the extent
that the amount of cash exceeds a proportionate share of
the carrying amount of the asset surrendered, should be
recognized by
Company T
Company S
No
a.
No
Yes
b.
No
Yes
c.
Yes
No
d.
Yes

28. A gain or loss from a transaction that is unusual in
nature and infrequent in occurrence should be reported
separately as a component of income
a. Before cumulative effect of accounting changes
and after discontinued operations of a segment
of a business.
b. After cumulative effect of accounting changes
and after discontinued operations of a segment
of a business.
c. Before cumulative effect of accounting changes
and before discontinued operations of a segment
of a business.
d. After cumulative effect of accounting changes
and before discontinued operations of a segment
of a business.

34. A business combination is accounted for appro
priately as a pooling of interests. Costs of furnishing infor
mation to stockholders related to effecting the business
combination should be
a. Capitalized and subsequently amortized over a
period not exceeding forty years.
b. Capitalized but not amortized.
c. Deducted directly from retained earnings of the
combined corporation.
d. Deducted in determining net income of the com
bined corporation for the period in which the
costs were incurred.

29. Earnings per share data should be reported on the
face of the income statement for

a.
b.
c.
d.

Income before
extraordinary items
Yes
Yes
No
No

Cumulative effect
o f a change in
accounting principle
Yes
No
No
Yes

30. In a statement of changes in financial position
prepared on a cash basis (indirect method), a gain on the
sale of a long-term investment should be
a. Deducted from income from continuing
operations.
b. Added to income from continuing operations.
c. Reported as an inflow and outflow of cash.
d. Reported as an outflow of cash.

35. Company L acquired all of the outstanding common
stock of Company M in exchange for cash. The acquisi
tion price exceeds the fair value of net assets acquired.
How should Company L determine the amounts to be
reported for the plant and equipment and long-term debt
acquired from Company M?
Plant and equipment
Long-term debt
M ’s carrying amount
a. Fair value
Fair value
b. Fair value
c. M ’s carrying amount Fair value
d. M ’s carrying amount M ’s carrying amount

31. A company’s wages payable increased from the
beginning to the end of the year. In the company’s state
ment of changes in financial position prepared on a cash
basis (direct method), the cash paid for wages would be
a . Salary expense plus wages payable at the begin
ning of the year.
b . Salary expense plus the increase in wages payable
from the beginning to the end of the year.
c. Salary expense less the increase in wages payable
from the beginning to the end of the year.
d. The same as salary expense.

36. For interim financial reporting, a company’s income
tax provision for the second quarter of 1988 should be
determined using the
a. Statutory tax rate for 1988.
b. Effective tax rate expected to be applicable for
the full year of 1988 as estimated at the end of
the first quarter of 1988.
c. Effective tax rate expected to be applicable for
the full year of 1988 as estimated at the end of
the second quarter of 1988.
d. Effective tax rate expected to be applicable for
the second quarter of 1988.
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Accounting Theory
43. Under the two-variance method for analyzing fac
tory overhead, the actual factory overhead is used in the
computation of the

37. In financial reporting for segments of a business
enterprise, the revenue of a segment should include
a. Intersegment billings for the cost of shared
facilities.
b. Intersegment sales of services similar to those
sold to unaffiliated customers.
c. Equity in income from unconsolidated sub
sidiaries.
d. Extraordinary items.

a.
b.
c.
d.

38. Which of the following ratios are useful for eval
uating the effectiveness with which the company uses its
assets?

a.
b.
c.
d.

Acid test
(quick) ratio
Yes
Yes
No
No

a.
b.
c.
d.

Price earnings
ratio
Yes
No
No
Yes

a.
b.
c.
d.

Recognition
o f revenue
No
Yes
Yes
No

46.

a.
b.
c.
d.

Sale
Yes
No
No
Yes

The flexible budget for a company may include

a.
b.
c.
d.

Direct material
costs
Yes
Yes
No
No

Variable selling
costs
No
Yes
Yes
No

47. Breakeven analysis assumes that over the relevant
range
a. Variable costs are nonlinear.
b. Fixed costs are nonlinear.
c. Selling prices are unchanged.
d. Total costs are unchanged.

An example of a direct labor cost is wages paid to a
Factory machine
operator
No
No
Yes
Yes

Production
Yes
Yes
No
No

45. In an income statement prepared as an internal report
using the variable costing method, variable selling and
administrative expenses would
a. Not be used.
b. Be treated the same as fixed selling and admin
istrative expenses.
c. Be used in the computation of operating income
but not in the computation of the contribution
margin.
d. Be used in the computation of the contribution
margin.

40. Personal financial statements should report an in
vestment in life insurance in the statement of financial con
dition as an
a. Asset for the cash value of the policy less the
amount of any loans against it.
b. Asset for the cash value of the policy and a
liability for the amount of any loans against it.
c. Asset for the face amount of the policy less the
amount of any loans against it.
d. Asset for the face amount of the policy less the
amount of premiums paid.
41.

Volume
variance
Yes
No
No
Yes

44. In accounting for byproducts, the value of the
byproduct may be recognized at the time of

39. A development stage enterprise should use the same
generally accepted accounting principles that apply to
established operating enterprises for
Capitalization
o f costs
No
No
Yes
Yes

Controllable (budget)
_____ variance_____
Yes
Yes
No
No

Supervisor
in a factory
No
Yes
Yes
No

48. The capital budgeting technique known as internal
rate of return uses

42. In a job order cost system, the use of direct materials
previously purchased usually is recorded as an increase in
a. Work in process control.
b. Factory overhead control.
c. Factory overhead applied.
d. Stores control.

a.
b.
c.
d.
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Cash flow over
entire life o f project
Yes
Yes
No
No

Time value
o f money
No
Yes
Yes
No

Examination Questions — May 1988
56. The amount available in debt service funds is an ac
count of a governmental unit that would be included in the
a. Liability section of the general long-term debt
account group.
b. Liability section of the debt service fund.
c. Asset section of the general long-term debt
account group.
d. Asset section of the debt service fund.

49. A company is analyzing the performance of respon
sibility centers. Controllable costs would be included in
the performance reports of which of the following types
of responsibility centers?

a.
b.
c.
d.

Investment centers
No
No
Yes
Yes

Profit centers
No
Yes
Yes
No

57. Customers’ security deposits that cannot be spent
for normal operating purposes were collected by a govern
mental unit and accounted for in the enterprise fund. A
portion of the amount collected was invested in marketable
securities. How would the portion in cash and the portion
in marketable securities be classified in the balance sheet
of the enterprise fund?

50. In statistical analysis, a weighted average using prob
abilities as weights is the
a. Standard deviation.
b. Expected value.
c. Coefficient of variation.
d. Objective function.
51. Which of the following is an appropriate basis of
accounting for a governmental fund of a governmental
unit?

a.
b.
c.
d.

Accrual basis
No
No
Yes
Yes

a.
b.
c.
d.

Modified accrual basis
Yes
No
No
Yes

Portion in
cash
Restricted asset
Restricted asset
Unrestricted asset
Unrestricted asset

Portion in
marketable securities
Restricted asset
Unrestricted asset
Unrestricted asset
Restricted asset

58. The comprehensive annual financial report (CAFR)
of a governmental unit should contain a combined state
ment of revenues, expenses, and changes in retained earn
ings for

52. The fund balance reserved for encumbrances account
of a governmental unit is decreased when
a. Supplies previously ordered are received.
b. A purchase order is approved.
c. The vouchers are paid.
d. Appropriations are recorded.

a.
b.
c.
d.

53. The revenues control account of a governmental unit
is increased when
a. The budget is recorded.
b. Property taxes are recorded.
c. Appropriations are recorded.
d. The budgetary accounts are closed.

Account groups
Yes
Yes
No
No

Governmental funds
Yes
No
No
Yes

59. Which of the following funds are usually encoun
tered in a not-for-profit private university?

a.
b.
c.
d.

54. Which of the following funds of a governmental unit
uses the modified accrual basis of accounting?
a. Enterprise funds.
b. Internal service funds.
c. Nonexpendable trust funds.
d. Special revenue funds.

Current funds
No
No
Yes
Yes

Plant funds
Yes
No
No
Yes

60. Revenue of a hospital from grants specified by the
donor for research would normally be included in
a. Other nonoperating revenue.
b. Other operating revenue.
c. Patient service revenue.
d. Ancillary service revenue.

55. Which of the following funds of a governmental unit
uses the same basis of accounting as the special revenue
fund?
a. Expendable trust funds.
b. Nonexpendable trust funds.
c. Enterprise funds.
d. Internal service funds.
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Accounting Theory
Number 2 (Estimated tim e----- 15 to 25 minutes)

Number 3 (Estimated tim e----- 15 to 25 minutes)

Hudson Company, which is both a wholesaler and
a retailer, purchases its inventories from various suppliers.

There are various types of accounting changes, each
of which is required to be reported differently.

Additional facts for Hudson’s wholesale operations
are as follows:

Required:
a.
What type of accounting change is a change
from the sum-of-the-years’-digits method of depreciation
to the straight-line method for previously recorded assets?
Under what circumstances does this type of accounting
change occur?
b.
What type of accounting change is a change in
the expected service life of an asset arising because of more
experience with the asset? Under what circumstances does
this type of accounting change occur?
c.
With respect to a change in accounting principle,
1. How should a company calculate the effect?
2. How should a company report the effect?
Do not discuss earnings per share requirements.
d. 1. Why are accounting principles, once adopted,
normally continued?
2. What is the rationale for disclosure of a change
from one accounting principle to another accounting
principle?

•
•
•

Hudson incurs substantial warehousing costs.
Hudson uses the lower of cost or market method.
The replacement cost of the inventories is below the
net realizable value and above the net realizable value
less the normal profit margin. The original cost of the
inventories is above the replacement cost and below
the net realizable value.

Additional facts for Hudson’s retail operations are
as follows:
•

•
•

Hudson determines the estimated cost of its ending
inventories held for sale at retail using the conven
tional retail inventory method, which approximates
lower of average cost or market.
Hudson incurs substantial freight-in costs.
Hudson has net markups and net markdowns.

Required:
a.
Theoretically, how should Hudson account for
the warehousing costs related to its wholesale inventories?
Why?
b. 1. In general, why is the lower of cost or market
method used to report inventory?
2. At which amount should Hudson’s wholesale
inventories be reported on the balance sheet? Explain the
application of the lower of cost or market method in this
situation.
c.
In the calculation of the cost to retail percent
age used to determine the estimated cost of its ending retail
inventories, how should Hudson treat
1. Freight-in costs?
2. Net markups?
3. Net markdowns?
d.
Why does Hudson’s retail inventory method
approximate lower of average cost or market?
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Examination Questions — May 1988
Number 4 (Estimated tim e----- 15 to 25 minutes)

Number 5 (Estimated tim e----- 15 to 25 minutes)

On January 1, 1987, Metcalf Company sold equip
ment for cash and leased it back. As seller-lessee, Metcalf
retained the right to substantially all of the remaining use
of the equipment.
The term of the lease is eight years. There is a gain
on the sale portion of the transaction. The lease portion
of the transaction is classified appropriately as a capital
lease.

Carson Company sponsors a single-employer defined
benefit pension plan. The plan provides that pension
benefits are determined by age, years of service, and com
pensation. Among the components that should be included
in the net pension cost recognized for a period are service
cost, interest cost, and actual return on plan assets.
Required:
a. What two accounting problems result from the
nature of the defined benefit pension plan? Why do these
problems arise?
b. How should Carson determine the service cost com
ponent of the net pension cost?
c. How should Carson determine the interest cost com
ponent of the net pension cost?
d. How should Carson determine the actual return on
plan assets component of the net pension cost?

Required:
a.
What is the theoretical basis for requiring lessees
to capitalize certain long-term leases? Do not discuss the
specific criteria for classifying a lease as a capital lease.
b. 1. How should Metcalf account for the sale por
tion of the sale-leaseback transaction at January 1 , 1987?
2. How should Metcalf account for the leaseback
portion of the sale-leaseback transaction at January 1,
1987?
c.
How should Metcalf account for the gain on the
sale portion of the sale-leaseback transaction during the
first year of the lease? Why?
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ANSWERS TO EXAMINATION
ACCOUNTING PRACTICE — PART I
May 4, 1988; 1:30 P.M . to 6:00 P.M.
Answer 1 (10 points)
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.

b
d
d
c
d
b
a
d
a
b

11.
12.
13.
14.
15.
16.
17.
18.
19.
20.

Answer 2
a
c
a
b
c
c
c
c
d
b

21.
22.
23.
24.
25.
26.
27.
28.
29.
30.

(10 points)

d
c
b
a
c
b
c
b
c
b

31.
32.
33.
34.
35.
36.
37.
38.
39.
40.

Answer 3
41.
42.
43.
44.
45.
46.
47.
48.
49.
50.

a
c
b
c
d
a
c
d
b
b

(10 points)

c
b
b
c
d
d
c
a
b
b

51.
52.
53.
54.
55.
56.
57.
58.
59.
60.

d
c
b
b
d
d
a
a
c
a

The scores for the multiple choice questions were determined in accordance with the following scales:
Answer 1
Correct

0

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

Score

0

3

3½

4

4½

5

5½

6

6½

7

7½

8

8½

9

9½

10

10

10

10

10

10

Correct

0

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

Score

0

1½

2

2½

3

3½

4

4½

5

5½

6

6½

7

7½

8

8½

9

9½

10

10

10

Correct

0

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

Score

0

1½

2

2½

3

3½

4

4½

5

5½

6

6½

7

7½

8

8½

9

9½

10

10

10

Answer 2

Answer 3
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Examination Answers — May 1988
Answer 4 (10 points)
a.

Fay, Inc.
LONG-TERM LIABILITIES SECTION
OF BALANCE SHEET
December 31, 1987

9% unsecured note payable to bank, due in annual principal
installments of $800,000, less current portion

$ 3,200,000

[1]

11% debenture bonds payable due December 31, 1999, plus
unamortized premium of $337,640
Total long-term liabilities

5,337,640
$ 8,537,640

[2]

$ 8,400,000

[3]

2,485,000

[4]

4,765,000
15,650,000

[5]

b.

Fay, Inc.
STOCKHOLDERS’ EQUITY SECTION
OF BALANCE SHEET
December 31, 1987

Common stock, $10 par; 2,000,000 shares
authorized; 840,000 shares issued; 829,500 shares outstanding
Additional paid-in capital
Retained earnings

Less: net unrealized loss on noncurrent
marketable equity securities
Treasury stock, at cost, 10,500 shares

$

20,000

[6 ]

130,000

[7]

$15,500,000

Total stockholders’ equity

c.

(150,000)

Fay, Inc.
INTEREST EXPENSE
For the Year Ended December 31, 1987

Note payable to bank
Debenture bonds payable

$ 60,000

[8]

535,240

[9]

$595,240

Total interest expense
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Accounting Practice — Part I
Answer 4 (continued)
Explanations o f Amounts
[1]

[2]

[3]

[4]

[5]

[6]

[7]

[8]

[9]

9% note payable to bank
Note payable, 11/1/87
Deduct installment due 11/1/88
Long-term portion, 12/31/87

$4,000,000
800,000
$3,200,000

Debenture bonds payable
Carrying amount, 12/31/86
Deduct amortization of bond premium
Interest paid 12/31/87 ($5,000,000 x 11 %)
Less effective interest
($5,352,400 X 10%)
Carrying amount, 12/31/87

$550,000

Common stock issued
Balance
5% stock dividend issued
Balance

Shares
800,000
40,000
840,000

Additional paid-in capital
Balance, 12/31/86
Treasury stock reissued, 1/15/87
[$225,000 - $195,000 ($325,000
Stock dividend issued, 3/2/87
[($14 - $10) X 40,000 shares]
Balance, 12/31/87

$5,352,400

535,240

_________
Date
12/31/86
3 / 2/87
12/31/87

14,760
$5,337,640
Am ount
$8,000,000

400,000
$8,400,000

$2,295,000
X

60%)]

30,000
160,000
$2,485,000

Retained earnings
Balance, 12/31/86
Stock dividend issued, 3/2/87
($14 X 40,000 shares)
Net income for 1987
Balance, 12/31/87

$2,465,000
(560,000)
2,860,000
$4,765,000

Net unrealized loss on noncurrent
marketable equity securities
Balance, 12/31/87
[($20 - $18) X 10,000 shares]

$ 20,000

Treasury stock at cost
(10,000 ÷ 25,000 X $325,000)

$130,000

Interest expense on note payable to bank
[11/1/87 to 12/31/87 ($4,000,000 X 9%

X 2/12)]

$ 60,000

Interest expense on debenture bonds payable
Interest paid 12/31/87 for year ended 12/31/87

$550,000

[2]

Deduct amortization of bond premium for year
Interest expense year ended 12/31/87

14,760
$535,240

[2]
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Examination Answers — May 1988
Answer 5 (10 points)
a.

Rowe Corp.
SCHEDULE OF CHANGES IN NOTE
FROM SALE OF PATENT
1987
$500,000

Face amount, 5/1/87 (due 5/1/90)
Deduct imputed interest
[$500,000 - ($500,000 x 0.675)]
Balance, 5/1/87
Add interest earned to 12/31/87
($337,500 X 14% X 8/ 12)
Balance, 12/31/87, noncurrent

162,500
337,500
31,500
$369,000
Rowe Corp.
SCHEDULE OF CHANGES IN INSTALLMENT
CONTRACT RECEIVABLE
1987
$720,000
180,000
540,000
180,000
$360,000

Balance, 12/31/86
Deduct payment, 3/31/87
Balance, 3/31/87 and 12/31/87
Deduct installment due 3/31/88
Balance, 12/31/87, noncurrent
Rowe Corp.
SCHEDULE OF CHANGES IN INVESTMENT
IN BLACK CORP., AT EQUITY
1987

25% interest, 7/1/87
Period 7/1/87 to 12/31/87
Equity in earnings
Dividend, 11/30/87
Amortization of goodwill
Balance, 12/31/87

Underlying
equity
$1,600,000

[1]

Goodwill
$280,000

Total
at equity
$1,880,000

(3,500) [4]
$276,500

176,000
(150,000)
(3,500)
$1,902,500

176,000 [2]
(150,000) [3]
$1,626,000

Rowe Corp.
SCHEDULE OF CHANGES IN PATENT
1987
Cost, net of accumulated amortization, 12/31/86
Deduct amortization, 1/1/87 to 5/1/87 ($315,000 ÷ 15 x 4/12)
Cost of patent sold, 5/1/87
Balance, 12/31/87
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$ 245,000
(7,000)
238,000
(238,000)
$
0

Accounting Practice — Part I
Answer 5 (continued)
Rowe Corp.
SCHEDULE OF CHANGES IN TRADEMARK
1987
Cost, 1/2/87
Deduct amortization for 1987 ($250,000
40)
Balance, net of accumulated amortization, 12/31/87

$250,000
6,250
$243,750

Explanations o f Amounts
Underlying equity (25% x $6,400,000)

$1,600,000

[1]

Equity in earnings (25% x $704,000)

$ 176,000

[2]

Dividend, 11/30/87 ($2 x 75,000 shares)

$ 150,000

[3]

Amortization of goodwill ($280,000

$

[4]

40 x ½)
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Examination Answers — May 1988
Answer 5 (continued)
Rowe Corp.
SCHEDULE OF REVENUES, GAINS, AND EXPENSES
RELATING TO OTHER NONCURRENT ASSETS
For the Year Ended December 31, 1987

b.

Gain recognized on sale of patent

$ 99,500

[5]

Interest revenue
Noninterest bearing note
Installment contract
Total

$ 31,500
76,050
$107,550

[Part a]
[6]

Equity in earnings of Black Corp.

$172,500

[7]

Amortization expense — intangibles
Patent
Trademark
Total

$ 7,000
6,250
$ 13,250

[Part a]
[Part a]

$337,500
238,000
$ 99,500

[Part a]
[Part a]

Explanations o f Amounts
[51

[6]

[7]

Gain recognized on sale of patent
Selling price (net of imputed interest)
Carrying amount of patent at date of sale
Gain recognized
Interest revenue — installment contract
Interest received 3/31/87 ($720,000 X 13%)
Interest 1/1/87 to 3/31/87

$93,600
X ¼

$ 23,400

Interest accrued 4/1/87 to 12/31/87
($540,000 X 13% X 9/12)
Interest, year ended 12/31/87

52,650
$ 76,050

Equity in earnings of Black Corp.
Equity in Black’s net income for 1987
Deduct amortization of goodwill
Equity in earnings of Black Corp.

$176,000
3,500
$172,500
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[2 ]

[4]

ANSWERS TO EXAMINATION
ACCOUNTING PRACTICE — PART II
May 5, 1988; 1:30 P.M . to 6:00 P.M .
Answer 1 (10 points)
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.

a
d
d
b
a
d
b
d
a
b

11.
12.
13.
14.
15.
16.
17.
18.
19.
20.

(10 points)

Answer 2
a
d
c
a
c
c
c
b
b
c

21.
22.
23.
24.
25.
26.
27.
28.
29.
30.

b
d
a
b
c
b
d
c
a
c

31.
32.
33.
34.
35.
36.
37.
38.
39.
40.

Answer 3
41.
42.
43.
44.
45.
46.
47.
48.
49.
50.

c
b
a
c
d
b
a
a
d
d

(10 points)

d
a
c
b
a
d
c
b
c
d

51.
52.
53.
54.
55.
56.
57.
58.
59.
60.

d
a
c
a
c
c
d
b
c
a

The scores for the multiple choice questions were determined in accordance with the following scales:
Answer 1
Correct

0

1

2

3

Score

0

1

1½

2

Correct

0

1

2

Score

0

1 ½

2

Correct

0

1

Score

0

1

4

5

½

3

3

4

½

3

2

3

½

2

2

6

7

½

4

5

6

½

4

4

5

½

3

3

8

9

½

5

7

8

½

5

6

7

½

4

4

10

11

½

6

9

10

½

6

8

9

½

5

5

14

15

½

8

13

14

½

8

12

13

½

7

12

13

½

7

11

12

½

7

10

11

½

6

6

7

16

17

½

9

15

16

½

9

14

15

½

8

8

18

19

20

½

10

10

17

18

19

20

½

10

10

10

16

17

18

19

20

½

9

½

10

10

9

Answer 2

2

3

4

5

6

7

8

9

Answer 3

1

2

3

4

59

5

6

7

8

9

Examination Answers — May 1988
Answer 4 (10 points)
Arlon Corporation
INCOME STATEMENT
For the Year Ended December 31, 1987
Sales
Cost of sales
Gross margin
Administrative expenses
Operating income
Other income and expense
Life insurance policy proceeds
Interest expense
Income from continuing operations before income tax
Income tax
Current
Deferred
Income from continuing operations
Discontinued operations
Income from discontinued Mem Division, less
applicable income tax of $7,260

$500,000
310,000
190,000
103,000
87,000
$ 10,000

(10,500)

$14,410
2,420

(500)
86,500
16,830
69,670

$25,740

Loss on disposal of Mem Division, less
applicable income tax saving of $2,750

(9,750)

15,990
85,660

Income before extraordinary item
Extraordinary item — gain on
acquisition of bonds payable,
less applicable income tax
of $2,860
Net income

10,140
$ 95,800

Earnings per share
From continuing operations
From discontinued operations
Total before extraordinary item
From extraordinary item
Net income

$.070
.016
.086
.010
$.096
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Accounting Practice — Part II
Answer 4 (continued)
COMPUTATION OF CURRENT AND DEFERRED INCOME TAXES
Income from continuing operations before income tax
Less permanent difference — proceeds of life
insurance policy
Balance subject to tax
Income tax rate
Income tax on continuing operations
Current
Income per income tax return
Less intraperiod tax allocations
Discontinued operations
Income before income tax
Loss on disposal
Extraordinary item
Gain on acquisition
of bonds payable
Taxable income on
continuing operations
Income tax rate
Income tax — current

$86,500
10,000
76,500
x 22%
$16,830

$99,000
$33,000
(12,500)

$20,500

13,000

33,500
65,500
22%

X

$14,410

Deferred
Depreciation per income tax return
Depreciation per financial statements

$46,000
30,000

Excess of depreciation per income tax return over
depreciation per financial statements
Rental revenue received in advance
Net timing differences
Income tax rate
Income tax — deferred
Income tax on continuing operations

16,000
(5,000)
11,000
X

22%
2,420
$16,830

COMPUTATION OF INCOME FROM DISCONTINUED OPERATIONS
For the Six Months Ended June 30, 1987
(Date o f Discontinuance)
Sales
Cost of sales
Gross margin
Administrative expenses
Operating income
Interest expense
Income before income tax
Income tax (at 22%)
Net income

$ 100,000

45,000
55,000
15,000
40,000
7,000
33,000
7,260
$ 25,740
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Answer 5 (10 points)
Seco Corp.
Year Ending December 31, 1989
a.

Estimated Breakeven Point Based on Pro Forma Income Statement
$10,000,000

Sales
Variable costs
Cost of sales
Commissions
Contribution margin

$6,000,000
2,000,000

8,000,000
$ 2,000,000
20%

Contribution margin ratio ($2,000,000 ÷ $10,000,000)
$

Fixed costs
Contribution margin ratio
Estimated breakeven point

b.

$

100,000
÷ .20
500,000

Estimated Breakeven Point With Company Employing Its Own Salespersons

Variable cost ratios
Cost of sales
Commissions
Total

60%
5%
65%

Contribution margin ratio (100% - 65%)
Fixed costs
Sales manager
3 salespersons @ $30,000 each
Administrative
Total

$

160,000
90,000
100,000

$

350,000

Fixed costs
Contribution margin ratio

$

350,000
÷ .35

Estimated breakeven point

$ 1,000,000
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Accounting Practice — Part II
Answer 5 (continued)
c.

Estimated Sales Volume Yielding Net Income
Projected in Pro Forma Income Statement
With Independent Sales Agents Receiving 25% Commission

Target income before income tax
Fixed costs
Total

$ 1,900,000
100,000

$ 2 ,000,000

Variable cost ratios
Cost of sales
Commissions
Total

60%
25%
85%

Contribution margin ratio (100% - 85%)

15%

Target income + fixed costs
Contribution margin ratio
Estimated sales volume

d.

$ 2,000,000
÷ .15

$13,333,333

Estimated Sales Volume Yielding An Identical Net Income
Regardless of Whether the Company Employs its Own Salespersons
or
Continues With Independent Sales Agents and Pays Them 25% Commission
Total costs with agents receiving 25% commission = Total costs with company’s own sales force
X = sales volume
$ 8,500,000.
X + $100,000
$ 10,000,000

.85X + $100,000

$ 6,500,000
X + $350,000
$ 10,000,000
.65X + $350,000

.20X
X
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$250,000
$1,250,000

ANSWERS TO EXAMINATION
AUDITING
May 5, 1988; 8:30 A.M. to 12:00 M.
Answer 1 (60 points)
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.

c
d
c
d
a
b
c
d
b
a

11.
12.
13.
14.
15.
16.
17.
18.
19.
20.

d
a
a
d
d
c
b
b
c
b

21.
22.
23.
24.
25.
26.
27.
28.
29.
30.

a
b
c
c
a
b
d
b
b
c

31.
32.
33.
34.
35.
36.
37.
38.
39.
40.

41.
42.
43.
44.
45.
46.
47.
48.
49.
50.

b
a
d
a
d
d
b
d
c
a

a
b
d
c
a
a
d
d
a
b

51.
52.
53.
54.
55.
56.
57.
58.
59.
60.

c
a
d
d
b
c
d
a
b
c

The scores for the multiple choice questions were determined in accordance with the following scales:
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9
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Correct
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33
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38

39

40

Score
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32

33
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37
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41

42

43
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45
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Correct

41
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45
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50
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47

48

49

50
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60

60

60

60

60
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Auditing
Answer 2 (10 points)

Answer 3 (10 points)

a. 1. An accountant who reports on or assembles pro
spective financial statements for use by third parties should
perform any one of three engagements. The accountant
may compile, examine, or apply agreed-upon procedures
to the prospective financial statements.
2. ‘‘General use’’ of prospective financial statements
refers to use of the statements by persons (creditors, stock
holders, etc.) with whom the responsible party (manage
ment) is not negotiating directly. “ Limited use” of pro
spective financial statements refers to the use of prospec
tive financial statements by the responsible party alone
or by the responsible party and third parties with whom
the responsible party is negotiating directly.
3. Only a financial forecast is appropriate for
general use, but any type of prospective financial
statements (either a financial forecast or a financial pro
jection) would normally be appropriate for limited use.

The substantive audit procedures that Young should apply
when testing for loss contingencies relating to litigation,
claims, and assessments include the following:
•
•
•
•
•
•
•

b.

The accountant’s standard report on a compilation
of a financial projection should include
•
•
•
•
•

•
•

An identification of the projection presented by the
responsible party.
A statement that the accountant has compiled the pro
jection in accordance with standards established by
the AICPA.
A separate paragraph that describes the limitations
on the use of the presentation.
A statement that a compilation is limited in scope and
does not enable the accountant to express an opinion
or any other form of assurance on the projection or
the assumptions.
A caveat that the prospective results may not be
achieved.
A statement that the accountant assumes no respon
sibility to update the report for events and cir
cumstances occurring after the date of the report.

•
•
•

•

•
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Read minutes of meetings of stockholders, directors,
and committees.
Read contracts, loan agreements, leases, and other
documents.
Read correspondence with taxing and other govern
mental agencies.
Read correspondence with insurance and bonding
companies.
Read confirmation replies for information concern
ing guarantees.
Discuss with management the entity’s policies and pro
cedures for identifying, evaluating, and accounting
for litigation, claims, and assessments.
Obtain from management or inside general counsel
a description and evaluation of litigation, claims, and
assessments.
Obtain written assurance from management that the
financial statements include all accruals and
disclosures required by Statement on Financial
Accounting Standards No. 5.
Examine documents in the client’s possession concern
ing litigation, claims, and assessments, including cor
respondence from lawyers.
Obtain an analysis of professional fee expenses and
review supporting invoices for indications of
contingencies.
Request the client’s management to prepare for
transmittal a letter of inquiry to those lawyers con
sulted by the client concerning litigation, claims, and
assessments.
Compare the lawyer’s response to the items in the let
ter of inquiry to the description and evaluation of
litigation, claims, and assessments obtained from
management.
Determine that the financial statements include proper
accruals and disclosures of the contingencies.

Examination Answers — May 1988
Answer 4 (10 points)

Answer 5 (10 points)

The weaknesses in Newton Hardware’s internal account
ing controls include these:

The auditor’s report contains the following deficiencies:
Scope Paragraph

Warehouse Clerk
1.
•
•
•

Initiates posting to inventory records by preparation
of shipping advice.
Releases merchandise to customers before proper ap
provals of customers’ credit.
Does not retain a copy of the shipping advice for com
parison with receipt from carrier.

2.
3.

Bookkeeper A
•
•
•

The scope paragraph does not state that the examina
tion was made in accordance with generally accepted
auditing standards.
The magnitude of the portions of the financial
statements examined by the other auditor is not dis
closed in the scope paragraph.
The other auditor should not be named unless the
other auditor’s report is presented together with that
of the principal auditor.

Separate Paragraph

Authorizes customers’ credit and prepares source
documents for posting to customers’ accounts.
Prepares invoices without notice that the merchandise
was actually shipped and the date it was shipped.
Authorizes write-offs of customer accounts receivable
and authorizes customers’ credit.

1.

2.

Reference to the specialist should not be made if the
auditor does not modify the opinion as a result of the
findings of the specialist.
All the substantive reasons for the qualified opinion
are not disclosed in a separate explanatory paragraph.

Collection Clerk
Opinion Paragraph
•
•
•
•
•

Receives directly and records customers’ checks.
Does not deliver checks excluded from the deposit to
an employee independent of the bank deposit for
review and disposition.
Initiates posting of receipts to subsidiary accounts
receivable ledger and has initial access to cash receipts.
Does not deposit cash receipts promptly.
Reconciles bank statement and has initial access to cash
receipts.

1.
2.
3.
4.
5.
6.

A “ subject to ’’ qualification should be issued rather
than an “ except for’’ qualification.
Reference to the other auditor is not made in the opin
ion paragraph.
The company whose financial statements were exam
ined is not identified in the opinion paragraph.
The draft does not refer to both years (1986 and 1987)
in the opinion paragraph.
The draft does not refer to results of operations or
changes in financial position.
The opinion paragraph does not refer to the consis
tent application of generally accepted accounting
principles.

Date
1.
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Dual dating should not be used when a subsequent
event occurs before field work is completed.

ANSWERS TO EXAMINATION
BUSINESS LAW
(Commercial Law)
May 6, 1988; 8:30 A.M. to 12:00 M.
Answer 1 (60 points)
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.

b
b
c
a
d
b
a
c
b
b

11.
12.
13.
14.
15.
16.
17.
18.
19.
20.

a
c
c
d
c
c
a
b
a
d

21.
22.
23.
24.
25.
26.
27.
28.
29.
30.

d
b
d
a
c
d
a
a
b
b

31.
32.
33.
34.
35.
36.
37.
38.
39.
40.

a
d
c
c
a
c
a
a
c
c

41.
42.
43.
44.
45.
46.
47.
48.
49.
50.

b
b
c
a
b
d
d
d
a
d

51.
52.
53.
54.
55.
56.
57.
58.
59.
60.

b
b
d
a
c
a
b
b
b
a

The score for the multiple choice question was determined in accordance with the following scale:
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Examination Answers — May 1988
Answer 2 (10 points)

Answer 3 (10 points)

As of December 3 1 , 1987, Spear bears the risk of loss
for the computers on the December 20 contract with Pica.
The shipping term “ F.O .B.—Spear’s loading dock”
designates a shipment contract. In general, risk of loss
passes to the buyer (Pica) in a shipment contract when
the goods are duly delivered to the carrier. However, where
a tender or delivery of goods so fails to conform to the
contract as to give a right of rejection, the risk of their
loss remains on the seller until cure or acceptance. Thus,
the failure of the shipment to conform to the contract con
stitutes a breach that permits Pica to reject the computers,
thereby resulting in Spear bearing the risk of loss for the
computers while they are in transit.
With respect to the December 22 contract, the risk
of loss as of December 3 1 , 1987 remains with Spear. Unless
otherwise agreed, the risk of loss in a sale on approval
contract does not pass to the buyer until the buyer accepts
the goods. Under the facts of this case, Rusk had not yet
accepted the computers as of December 31, 1987.
Therefore, the risk of loss on the computers as of
December 31, 1987, remains with Spear.
As of December 31, 1987, Spear has title to the 15
computers purchased from Larson under the December
21 contract because a person with voidable title has the
power to transfer good title to a good faith purchaser for
value. Larson has voidable title because he paid for the
computers with an insufficient funds check. Spear is a good
faith purchaser for value because it paid Larson $20,000
and was unaware that Larson’s check to Xeon was
dishonored. The UCC Sales Article provides that when
goods have been delivered under a transaction of purchase,
the purchaser has the power to transfer good title even
though the delivery was in exchange for a check that is
later dishonored. Thus, Spear has good title to the com
puters as of December 31, 1987, despite Larson’s check
being dishonored, because it purchased and received the
computers on December 21, 1987.
With respect to the December 22 sale on approval con
tract, title to the two computers remains with the seller
until the buyer accepts the computers, because the con
tract is silent as to when title passes. Therefore, as of
December 31, 1987, Spear retains title to the two com
puters because Rusk had not yet notified Spear whether
it would accept the computers, and the time for such
notification had not yet passed.
Because the December 22 contract between Spear and
Rusk is a sale on approval contract, the computers are
not subject to the claims of the creditors of the buyer
(Rusk) until acceptance.

A limited partnership is formed by two or more per
sons under a state’s limited partnership statute, having
as members one or more general partners and one or more
limited partners. Two or more persons desiring to form
a limited partnership must execute a certificate of limited
partnership that must be filed in the office of the secretary
of state, or other appropriate state or local office. A cor
poration may be formed only under a state incorporation
statute that requires that one or more incorporators sign
articles of incorporation which must be filed with the
secretary of state.
Unless otherwise provided in the partnership agree
ment, or other agreements among the partners, a limited
partnership interest is assignable in whole or in part.
Similarly, in the absence of a restriction in the corpora
tion’s organizational documents or other agreements
among the shareholders, shares of stock are freely
transferable.
A limited partner’s liability for partnership debts is
generally limited to the partner’s investment (capital
contribution) in the partnership if the interest is fully paid
and non-assessable and the partner does not participate
in the daily management of the business. Likewise, a
shareholder’s liability for a corporation’s debts is generally
limited to the shareholder’s investment (capital contribu
tion) in the corporation.
A limited partner cannot participate in the daily
operations of the partnership’s business without losing
limited liability. A shareholder who is not also an officer
or a director cannot participate in the daily operations of
the corporation’s business. However, a shareholder
owning voting stock has the right to vote for a board of
directors, which will manage the business affairs of the
corporation. The board of directors elects officers to run
the daily operations of the corporation.
A limited partner is entitled to receive a share of the
partnership’s profits in the manner provided in the part
nership agreement. On the other hand, whether a
shareholder receives dividends is generally within the
discretion of the board of directors.
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Business Law
Answer 4 (10 points)

Answer 4 (continued)

A purchase money security interest is an interest in
personal property or fixtures that secures payment or per
formance of an obligation and that is (1) taken or retained
by the seller of the collateral to secure all or
part of its price, or (2) taken by a person who by making
advances or incurring an obligation gives value to enable
the debtor to acquire rights in or the use of collateral if
such value is in fact so used.
Safe’s security interest has priority over the rights of
the trustee in bankruptcy. The UCC Article on Secured
Transactions states that a lien creditor includes a trustee
in bankruptcy from the date of the filing of the petition.
Under the general rule, an unperfected security interest
is subordinate to the rights of a person who becomes a
lien creditor before the security interest is perfected.
However, if the secured party files with respect to a
purchase money security interest before or within 10 days
after the debtor receives possession of the collateral, he
takes priority over the rights of a lien creditor that arise
between the time the security interest attaches and the time
of filing. Under the facts of our case, Safe has a purchase
money security interest in the equipment because the
security interest was taken by Safe to secure the price.
Therefore, because Safe filed a financing statement on
May 14 (within 10 days after Lux received possession of
the equipment) it has a priority security interest over the
trustee in bankruptcy (lien creditor) whose claim arose
between the time the security interest attached (May 5)
and the time of filing (May 14).
Safe has a priority security interest in the equipment
over City. A purchase money security interest in collateral
other than inventory has priority over a conflicting security
interest in the same collateral if the purchase money
security interest is perfected at the time the debtor receives
possession of the collateral or within 10 days thereafter.
Because Safe has a purchase money security interest in
the equipment that was perfected by filing a financing
statement on May 14 (within 10 days after Lux received
possession of the equipment on May 5), Safe has a priority
security interest over City despite City’s perfection of its
security interest on May 12.
Best’s security interest in the inventory has priority
over Safe’s security interest. In general, conflicting
perfected security interests rank according to priority in
time of filing or perfection. Priority dates from the time
a filing is first made covering the collateral or the time
the security interest is first perfected, whichever is earlier,
provided that there is no period thereafter when there is
neither a filing nor perfection. In this case, because both
Best’s and Safe’s security interests were perfected by fil
ing, the first to file (Best) will have a priority security
interest. The fact that Best filed a financing statement prior
to making the loan will not affect Best’s priority.
Safe will not have a priority security interest over Dix
because Dix is a buyer in the ordinary course of business
and will take free of Safe’s perfected security interest. Dix

is a buyer in the ordinary course of business because Dix
acted in good faith when purchasing the machine parts
in the regular course of Cam’s business. The UCC Article
on Secured Transactions states that a buyer in the ordinary
course of business takes free of a security interest created
by his seller even though the security interest is perfected
and even though the buyer knows of its existence.
Therefore, Dix will take the machine parts purchased from
Cam’s inventory on July 14, free from Safe’s security
interest which was perfected on July 12.
Answer 5 (10 points)
a. The December 5 oral agreement between Cream and
Apple is unenforceable because the agreement failed to
comply with the requirements of the statute of frauds. A
contract that cannot possibly be performed within one year
from the making of the contract falls within the provisions
of the statute of frauds. As the facts clearly indicate, the
December 5 oral agreement could not possibly be
performed within one year of the making of the agree
ment (December 5, 1987) since the agreement required
Apple to continue to perform until December 20, 1988.
Therefore, the oral agreement is unenforceable.
b. The agreement between Nestar and Apple restricting
Nestar from competing with Apple for three years within
the city where Nestar’s office and the majority of Nestar’s
clients were located is likely to be enforceable. An agree
ment not to compete will be enforceable if there has been
a sale of a business including goodwill and the purpose
of the restraint is to protect a property interest of the pur
chaser; the restraint is reasonable as to the geographic area
covered; and the restraint is reasonable as to the time
period. Under the facts of this case, the agreement not
to compete is likely to be enforceable. The transaction in
volves the sale of Nestar’s management consulting business
and goodwill. The purpose of the restraint is to protect
the goodwill. The three year time period is reasonable.
The limitation on the geographic area covered by the
restraint to only the city where Nestar’s office and the ma
jority of Nestar’s clients are located appears to be
reasonable.
c. Birk will prevail in its action against Kaye based on
negligence. Kaye owed a duty to Birk to conduct the audit
with due care. Kaye failed to conduct the audit with due
care by issuing an unqualified opinion on Apple’s 1987
financial statements when, in fact, Apple had made a
material error by reporting all of the revenues related to
the unenforceable December 5 agreement on its 1987
financial statements. Kaye’s issuance of an unqualified
opinion despite the material error caused Birk to suffer
damages as evidenced by the drastic decrease in the market
value of Apple stock.
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ANSWERS TO EXAMINATION
ACCOUNTING THEORY
(Theory of Accounts)
May 6, 1988; 1:30 P.M. to 5:00 P.M.
Answer 1 (60 points)
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.

b
b
b
d
a
c
b
c
b
d

11.
12.
13.
14.
15.
16.
17.
18.
19.
20.

21.
22.
23.
24.
25.
26.
27.
28.
29.
30.

a
b
d
a
c
c
d
c
c
d

31.
32.
33.
34.
35.
36.
37.
38.
39.
40.

a
c
d
b
b
c
a
a
a
a

41.
42.
43.
44.
45.
46.
47.
48.
49.
50.

c
b
b
d
b
c
b
c
c
a

51.
52.
53.
54.
55.
56.
57.
58.
59.
60.

d
a
b
a
d
b
c
b
c
b

a
a
b
d
a
c
a
c
d
b

The score for the multiple choice question was determined in accordance with the following scale:

Correct

0

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

Score

0

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

Correct

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

Score

29

30

31

32

33

34

35

36

37

38

39

40

41

42

43

44

45

46

47

48

Correct

41

42

43

44

45

46

47

48

49

50

51

52

53

54

55

56

57

58

59

60

Score

49

50

51

52

53

54

55

56

57

58

59

60

60

60

60

60

60

60

60

60

70

Accounting Theory
Answer 2 (10 points)

Answer 3 (10 points)

a.
Hudson should account for the warehousing costs
related to its wholesale inventories as part of inventory.
All reasonable and necessary costs of preparing inventory
for sale should be recorded as inventory cost. This
approach results in proper matching of the warehousing
costs with revenue when the wholesale inventories are sold.

a.
A change from the sum-of-the-years’-digits
method of depreciation to the straight-line method for
previously recorded assets is a change in accounting prin
ciple. Both the sum-of-the-years’-digits method and the
straight-line method are generally accepted. A change in
accounting principle results from adoption of a generally
accepted accounting principle different from the general
ly accepted accounting principle used previously for repor
ting purposes.

b. 1. The lower of cost or market method produces a
more realistic estimate of future cash flows to be realized
from assets, which is consistent with the principle of
conservatism, and recognizes (matches) the anticipated
loss in the income statement in the period in which the
price decline occurs.
2. Hudson’s wholesale inventories should be reported
on the balance sheet at replacement cost. According to
the lower of cost or market method, replacement cost is
defined as market. However, market cannot exceed net
realizable value and cannot be less than net realizable value
less the normal profit margin. In this instance, replace
ment cost is below original cost, below net realizable value,
and above net realizable value less the normal profit
margin. Therefore, Hudson’s wholesale inventories should
be reported at replacement cost.

b.
A change in the expected service life of an asset
arising because of more experience with the asset is a
change in accounting estimate. A change in accounting
estimate occurs because future events and their effects can
not be perceived with certainty. Estimates are an inherent
part of the accounting process. Therefore, accounting and
reporting for certain financial statement elements requires
the exercise of judgment, subject to revision based on
experience.
c. 1. The cumulative effect of a change in accounting
principle is the difference between (1) the amount of
retained earnings at the beginning of the period of change
and (2) the amount of retained earnings that would have
been reported at that date if the new accounting principle
had been used in prior periods.
2. The cumulative effect, net of income taxes, should
be shown as a separate item in the income statement for
the period of change between the captions “ extraordinary
items” and “ net income” . Pro-forma disclosure of the
effects of retroactive restatement should be shown on the
face of the income statement,

c. 1. Hudson’s freight-in costs should be included only
in the cost amounts to determine the cost to retail
percentage.
2. Hudson’s net markups should be included only in
the retail amounts to determine the cost to retail
percentage.
3. Hudson’s net markdowns should not be deducted
from the retail amounts to determine the cost to retail
percentage.

d. 1. Consistent use of accounting principles from one
accounting period to another enhances the utility of finan
cial statements to users of comparative accounting data.
2. If a change in accounting principle occurs, the
nature and effect of a change in accounting principle
should be disclosed to avoid misleading financial state
ment users. There is a presumption that an accounting
principle once adopted should not be changed in accoun
ting for events and transactions of a similar type.

d.
By not deducting net markdowns from the retail
amounts to determine the cost to retail percentage, Hudson
produces a lower cost to retail percentage than would result
if net markdowns were deducted. By applying this lower
percentage to ending inventory at retail, the inventory is
reported at an amount below cost, which approximates
lower of average cost or market.

71

Examination Answers — May 1988
Answer 4 (10 points)

Answer 5 (10 points)

a.
The economic effect of a long-term capital lease
on the lessee is similar to that of an installment purchase.
Such a lease transfers substantially all of the benefits and
risks incident to the ownership of property to the lessee.
Therefore, the lease should be capitalized.

a. The two accounting problems resulting from the
nature of the defined benefit pension plan are as follows:

b. 1. Metcalf should account for the sale portion of the
sale-leaseback transaction at January 1, 1987, by recor
ding cash for the sale price, decreasing equipment at the
undepreciated cost (net carrying amount) of the equip
ment, and establishing a deferred gain on sale-leaseback
for the excess of the sale price of the equipment over its
undepreciated cost (net carrying amount).
2. Metcalf should account for the leaseback portion
of the sale-leaseback transaction at January 1, 1987, by
recording both an asset and a liability at an amount equal
to the present value at the beginning of the lease term of
minimum lease payments during the lease term, excluding
any portion of the payments representing executory costs,
together with any profit. However, if the present value
exceeds the fair value of the leased equipment at January
1, 1987, the amount recorded for the asset and liability
should be the equipment’s fair value.

•

•

Estimates or assumptions must be made concerning
the future events that will determine the amount and
timing of the benefit payments.
Some approach to attributing the cost of pension
benefits to individual years of service must be selected.

The two problems arise because a company must recognize
pension costs before it pays pension benefits.
b. Carson should determine the service cost component
of the net pension cost as the actuarial present value of
pension benefits attributable to employee services during
a particular period based on the application of the pension
benefit formula.
c. Carson should determine the interest cost component
of the net pension cost as the increase in the projected
benefit obligation due to the passage of time. Measuring
the projected benefit obligation requires accrual of an in
terest cost at an assumed discount rate.
d. Carson should determine the actual return on plan
assets component of the net pension cost as the change
in the fair value of plan assets during the period, adjusted
for (1) contributions and (2) benefit payments.

c.
The deferred gain should be amortized over the
lease term or life of asset, whichever is appropriate. Dur
ing the first year of the lease, the amortization will be an
amount proportionate to the amortization of the asset.
This deferral and amortization method for a sale-leaseback
transaction is required because the sale and the leaseback
are two components of a single transaction rather than
two independent transactions. Because of this inter
dependence of the sale and leaseback portions of the trans
action, the gain should be deferred and amortized over
the lease term.
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INDEX — QUESTIONS
H O W T O U S E T H IS IN D E X : This index presents examination question number references for the four sections o f the CPA
examination — Accounting Practice Parts I and II, Auditing, Business Law, and Accounting Theory. Each examination section has
been organized according to its content specification outline, with questions indexed according to the areas and groups tested.
The question references listed in the right hand column are designated as follows: The question numbers are followed by the
page number in this book. The letter M following question numbers indicates a multiple choice item. For example, the reference
17M-4 means multiple choice item number 17 on page 4; the reference 5-14 means essay or problem number 5 on page 14. Note
that, in the Accounting Practice section, no distinction has been made between parts I and II.

Accounting Practice — Content Specification Outline
I.

Presentation of Financial Statements or Worksheets.
A.
B.
C.
D.
E.

II.

Measurement, Valuation, Realization, and Presentation
of Assets in Conformity With Generally Accepted Account
ing Principles.
A.
B.
C.
D.
E.

III.

Cash, Marketable Securities,and Investm ents...............lM-2,12M-3,18M-4,5-11
Receivables and A ccruals............................................... 19M-4,20M-4,5-11
Inventories ......................................................................... 21M-5,22M-5,5-11
Property, Plant, and Equipment Owned or Leased ....23M-5,24M-5,25M-5
Intangibles and Other A ssets.......................................... 26M-5,27M-6

Valuation, Recognition, and Presentation of Liabilities
in Conformity With Generally Accepted Accounting
Principles.
A.
B.
C.
D.
E.
F.

IV.

Balance S h e e t................................................................... 4-11,5-11
Income Statem ent............................................................ 4-20
Statement of Changes in Financial P o sitio n ................ 2M-2,3M-2,4M-2,5M-2,6M-3,7M-3,8M-3,9M-3
Statement of Owners’ E q u ity .........................................
Consolidated Financial Statements or W orksheets..... 10M-3,11M-3,13M-4,14M-4,15M-4,16M-4,17M-4

Payables and A ccruals.....................................................28M-6,29M-6,30M-6,4-11
Deferred Revenues........................................................... 31M-6,32M-6
Deferred Income Tax Liabilities.................................... 33M-7,34M-7
Capitalized Lease Liability..............................................35M-7,36M-7
Bonds P ay ab le..................................................................37M-7,38M-7,39M-7,4-11
Contingent Liabilities and Com m itm ents.................... 40M-8,41M-8

Ownership Structure, Presentation, and Valuation of
Equity Accounts in Conformity With Generally Accepted
Accounting Principles.
A.
B.
C.
D.
E.
F.
G.

Preferred and Common S to c k ........................................ 42M-8,4-11
Additional Paid-in C a p ita l..............................................4-11
Retained Earnings and D ividends..................................43M-8,4-11
Treasury Stock and Other Contra A ccounts................ 4-11
Stock Options, Warrants, and R ig h ts............................
Reorganization and Change in E n tity ............................ 44M-8
Partnerships .......................................................................
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Accounting Practice — Content Specification Outline (cont.)
V.

Measurement and Presentation of Income and Expense
Items, Their Relationship to Matching and Periodicity,
and Their Relationship to Generally Accepted Accounting
Principles.
A.
B.
C.
D.

Revenues and G a in s.........................................................45M-8,47M-9,5-11
Expenses and L osses........................................................48M-9,49M-9,51M-9,52M-9,4-l 1,5-11
Provision for Income T a x .............................................. 4-20
Recurring Versus Nonrecurring Transactions and
Events ................................................................................. 4-20
E. Accounting C hanges.........................................................
F. Earnings Per S h a re .......................................................... 4-20
VI.

Other Financial Topics.
A.
B.
C.
D.
E.
F.
G.
H.
I.
J.
K.
L.

Disclosures in Notes to the Financial Statem ents........ 46M-8
Accounting Policies..........................................................
Nonmonetary Transactions............................................. 50M-9
Interim Financial Statem ents.......................................... 54M-10
Historical Cost, Constant Dollar Accounting, and
Current C o s t.....................................................................55M-10
Gain Contingencies.......................................................... 56M-10
Segments and Lines of Business.....................................
Employee B enefits............................................................
Analysis of Financial Statem ents.....................................57M-10
Development Stage Enterprises....................................... 58M-10,59M-10
Personal Financial Statem ents........................................ 60M-10
Combined Financial Statem ents......................................53M-9

VII. Cost Accumulation, Planning, and Control.
A.
B.
C.
D.
E.
F.
G.
H.
I.
J.

Nature of Cost Elem ents.................................................
Process and Job Order C o sting .....................................
Standard C osting..............................................................
Joint and By-Product Costing, Spoilage,
Waste, and S c ra p .............................................................
Absorption and Variable C osting...................................
Budgeting and Flexible Budgeting.................................
Breakeven and Cost-Volume-Profit A nalysis............... 5-21
Capital Budgeting Techniques........................................
Performance A nalysis.......................................................
Other ...................................................................................
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Accounting Practice — Content Specification Outline (cont.)
VIII. Not-for-Profit and Governmental Accounting.
A. Fund A ccounting.............................................................. 44M-18,45M-18,46M-18,47M-18,48M-18,49M-18,
50M -18
B. Types of Funds and Fund A ccounts............................. 41M-17,42M-17,43M-17
C. Presentation of Financial Statements for Various
Not-for-Profit and Governmental Organizations........
D. Various Types of Not-for-Profit and
Governmental Organizations.......................................... 51M-18,52M-18,53M-19,54M-19,55M-19,56M-19,
57M-19,58M-19,59M-19,60M-19
IX.

Federal Taxation — Individuals, Estates, and Trusts.
A. Inclusions for Gross Income and Adjusted Gross
In co m e................................................................................1M-13,2M-13,3M-13,4M-13,5M-13,6M-13,9M-14
B. Exclusions and Adjustments to Arriveat Adjusted
Gross Incom e................................................................... 15M-14,16M-14
C. Gain or Loss on Property Transactions........................
D. Deductions from Adjusted Gross Incom e....................7M-13,12M-14,13M-14,14M-14
E. Filing Status and Exem ptions.........................................11M-14
F. Tax Computations and C redits...................................... 8M-13,10M-14
G. Statute of L im itations......................................................
H. Estate and Gift Taxation and Income Taxation of
Estates and T ru sts........................................................... 17M-14,18M-15,19M-15,20M-15

X. Federal Taxation — Corporations, Partnerships, and
Exempt Organizations.
A. Determination of Taxable Income or L o ss.................. 21M-15,22M-15,23M-15,24M-15,25M-15,26M-15,
27M-15,28M-16
B. Tax Computations and C red its......................................29M-16
C. S C orporations..................................................................30M-16
D. Personal Holding Com panies.........................................31M-16
E. Accumulated Earnings T a x .............................................
F. D istributions............................. ........................................
G. Tax-Free Incorporation.................................................... 34M-16
H. Reorganizations..................................................................32M-16
I. Liquidations and Dissolutions........................................
J. Formation of P artnership................................................ 33M-16,35M-16
K. Basis of Partner’s In terest...............................................
L. Determination of Partner’s Taxable Income and
Partner’s E lections............................................................ 36M-16
M. Accounting Periods of Partnership and P a rtn e rs........
N. Partner Dealing With Own P artnership........................
O. Treatment of Liabilities...................................................
P. Distribution of Partnership A ssets.................................
Q. Termination of Partnership.............................................37M-16
R. Types of Organizations.................................................... 39M-17
S. Requirements for Exem ption........................................... 40M-17
T. Unrelated Business Incom e..............................................38M-17
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Auditing — Content Specification Outline
I.

Professional Responsibilities.
A. General Standards and Rules of C o n d u ct....................51M-28,52M-28,53M-29
B. Control of the A u d it........................................................54M-29,55M-29,56M-29,57M-29
C. Other Responsibilities...................................................... 58M-29,59M-29,60M-29,2-30

II.

Internal Control.
A. Definitions and Basic C oncepts.....................................lM-23,2M-23
B. Study and Evaluation of the System .............................3M-23,4M-23,6M-23,7M-23,8M-24,12M-24
C. Cycles ................................................................................. 5M-23,9M-24,10M-24,11M-24,13M-24,20M-25,
4-31
D. Other Considerations....................................................... 14M-24,15M-24,16M-24,18M-25,19M-25,32M-26

III.

Evidence and Procedures.
A. Audit Evidence.................................................................21M-25,22M-25,23M-25,24M-25,46M-28
B. Specific Audit Objectives and Procedures................... 26M-25,27M-26,28M-26,29M-26,39M-27,3-30
C. Other Specific Audit T opics........................................... 17M-25,31M-26,33M-26,34M-26,35M-26,36M-27,
37M-27,38M-27
D. Review and Compilation Procedures.............................30M-26,40M-27

IV.

Reporting.
A. Reporting Standards and Types of R ep o rts.................25M-25,41M-27,42M-27,43M-27,44M-28,45M-28,
47M-28,48M-28,49M-28,2-30,4-32
B. Other Reporting Considerations.....................................50M-28,4-32
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Business Law — Content Specification Outline
I.

The CPA and the Law.
A. Common Law Liability to Clients
and Third P erso n s........................................................... 5-43,1M-34,2M-34
B. Federal Statutory Liability.............................................. 8M-35,9M-35
C. Workpapers, Privileged Communication, and
Confidentiality.................................................................... 3M-34

II.

Business Organizations.
A.
B.
C.
D.

III.

Contracts.
A.
B.
C.
D.
E.
F.
G.
H.
I.
J.
K.

IV.

Agency ................................................................................4M-34,5M-34,6M-34
Partnerships and Joint V entures....................................3-42,7M-35,13M-35,14M-36
Corporations ..................................................................... 3-42,15M-36
Estates and T ru sts........................................................... 10M-35,llM-35,12M-35

Offer and Acceptance...................................................... 16M-36,I7M-36
Consideration ................................................................... 18M-36
Capacity, Legality, and Public Policy ........................... 5-43,19M-36
Statute of F ra u d s.............................................................. 5-43,20M-36
Statute of L im itations...................................................... 22M-37
Fraud, Duress, and Undue Influence.............................. 25M-37
Mistake and M isrepresentation.......................................
Parol Evidence R u le .........................................................21M-36
Third Party R ights............................................................
Assignments .......................................................................23M-37
Discharge, Breach,and Rem edies.....................................24M-37

Debtor-Creditor Relationships.
A. Suretyship........................................................................... 26M-37,27M-37
B. Bankruptcy ........................................................................28M-37,29M-37,30M-38,31M-38,32M-38,33M-38,
34M-38,35M-38

V.

Government Regulation of Business.
A. Regulation of Em ploym ent............................................. 43M-39,44M-39,45M-39
B. Federal Securities A c ts .....................................................36M-38,37M-38,38M-38,39M-38,40M-39,41M-39,
42M-39

VI.

Uniform Commercial Code.
A.
B.
C.
D.

VII.

Commercial P a p e r ............................................................46M-39,47M-40,48M-40
Documents of Title and Investment Securities............. 49M-40
Sales ....................................................................................2-41,50M-40
Secured T ransactions........................................................4-42

Property.
A. Real and Personal P ro p e rty ............................................51M-40,53M-40,54M-40,55M-40
B. Mortgages ...........................................................................52M-40,56M-40,57M-41,58M-41
C. Fire and Casualty Insurance............................................59M-41,60M-41
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Accounting Theory — Content Specification Outline
I.

General Concepts, Principles, Terminology, Environment,
and Other Professional Standards.
A.
B.
C.
D.
E.
F.

II.

Measurement, Valuation, Realization, and Presentation
of Assets in Conformity With GAAP.
A.
B.
C.
D.
E.

III.

Cash, Marketable Securities, and Investm ents..............5M-45,6M-45
Receivables and A ccruals................................................ 7M-46
Inventories ......................................................................... 2-51
Property, Plant, and Equipment Owned or Leased ....4-52,8M-46,9M-46
Intangibles and Other A ssets........................................... 10M-46

Valuation, Recognition, and Presentation of Liabilities
in Conformity With GAAP.
A.
B.
C.
D.
E.
F.

IV.

Authority of Pronouncem ents........................................
Conceptual Fram ew ork.....................................................lM-45,2M-45
Basic Concepts and Accounting Principles................... 2-51,3-51,4-52,5-52
Nature and Purpose of Basic Financial Statements ....2-51,3-51,4-52,5-52
Consolidated Financial Statem ents.................................3M-45
Historical Cost, Constant Dollar, Current Cost, and
Other Accounting C oncepts............................................ 4M-45

Payables and A ccruals...................................................... 11M-46
Deferred Revenues............................................................ 4-52,12M-46
Deferred Income Tax Liabilities...................................... 13M-46
Capitalized Lease L iability............................................... 4-52
Bonds P ay ab le................................................................... 14M-46,15M-46,16M-46
Contingent Liabilities and Com m itm ents...................... 17M-47

Ownership Structure, Presentation, and Valuation of
Equity Accounts in Conformity With GAAP.
A.
B.
C.
D.
E.
F.
G.

Preferred and Common S to c k ........................................
Additional Paid-in C a p ita l............................................... 18M-47
Retained Earnings and D ividends................................... 19M-47
Treasury Stock and Other Contra A ccounts.................20M-47
Stock Options, Warrants, and R ights............................ 21M-47
Reorganization and Change in E n tity ............................
Partnerships .......................................................................22M-47

83

Index
Accounting Theory — Content Specification Outline (cont.)
V.

Measurement and Presentation of Income and Expense
Items, Their Relationship to Matching and Periodicity,
and Their Relationship to GAAP.
A.
B.
C.
D.
E.
F.

VI.

Other Financial Topics.
A.
B.
C.
D.
E.
F.
G.
H.
I.
J.
K.
L.
M.

VII.

Revenues and G a in s......................................................... 23M-47,24M-47
Expenses and L osses........................................................25M-47,26M-47,2-51,4-52,5-52
Provision for Income T a x ...............................................27M-48
Recurring Versus Nonrecurring T ransactions...............28M-48
Accounting C hanges......................................................... 3-51
Earnings Per S h a re ...........................................................29M-48

Statement of Changes in Financial P o sitio n ................ 30M-48,31M-48
Accounting Policies...........................................................32M-48
Accounting C hanges......................................................... 3-51
Nonmonetary T ransactions............................................. 33M-48
Business Com binations....................................................34M-48,35M-48
Interim Financial Statem ents.......................................... 36M-48
Gain Contingencies..........................................................
Segments and Lines of Business..................................... 37M-49
Employee B enefits............................................................5-52
Analysis of Financial Statem ents....................................38M-49
Development Stage Enterprises...................................... 39M-49
Personal Financial Statem ents........................................40M-49
Combined Financial Statem ents.....................................

Cost Accumulation, Planning, and Control.
A.
B.
C.
D.
E.
F.
G.
H.
I.
J.

Nature of Cost Elem ents.................................................41M-49
Process and Job Order C osting .....................................42M-49
Standard C osting.............................................................. 43M-49
Joint and By-Product Costing, Spoilage,Waste, and
Scrap .................................................................................. 44M-49
Absorption and Variable C osting .................................. 45M-49
Budgeting and Flexible Budgeting.................................46M-49
Breakeven and Cost-Volume-Profit A nalysis.............. 47M-49
Capital Budgeting Techniques....................................... 48M-49
Performance A nalysis...................................................... 49M-50
Other ...................................................................................50M-50

VIII. Not-for-Profit and Governmental Accounting.
A.
B.
C.
D.

Conceptual Fram ew ork................................................... 51M-50
Fund A ccounting..............................................................52M-50,53M-50
Types of Funds and Fund A ccounts.............................54M-50,55M-50,56M-50,57M-50
Presentation of Financial Statements for Various
Not-for-Profit and Governmental Organizations........ 58M-50
E. Various Types of Not-for-Profit and
Governmental Organizations..........................................59M-50,60M-50
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SELECTED QUESTIONS & UNOFFICIAL ANSWERS INDEXED
TO CONTENT SPECIFICATION OUTLINES 1983-1987

This new study aid offers today’s CPA
candidate an extremely effective way
to prepare for the CPA examination.
It includes virtually all of the multi
ple choice questions, problems and
essays contained in the ten examina
tions that were given from May 1983
through November 1987—along with
unofficial answers.
■ The questions were selected
by the sta ff o f the AICPA Examina
tions Division on the basis o f current
value and pertinence.
m The unofficial answers were
prepared by the sta ff and reviewed by
the AICPA Board o f Examiners.

$40.00

To help you focus on specific
subject areas, material in nine of the
examinations has been organized into
four sections which correspond to the
four parts of the CPA examination
itself — Accounting Practice . . . Ac
counting Theory . . . Auditing . . .
and Business Law.
And to facilitate study and
review, the material in each section
has been organized and indexed by
area and group in accordance with its
content specification outline.

tively by making it easier for you to
concentrate more heavily on those
subject areas where you feel greater
effort is required.
As an added advantage, the
November 1987 CPA examination is
presented in its entirety . . . along
with unofficial answers and content
index. This will give you an
opportunity to familiarize yourself
with recent examinations as they were
actually given . . . and see how well
you fare.

This area and content approach
will enable you to study more effec

PER COPY

DISCOUNT PRICE TO STUDENTS

$28.00

ORDER FORM
Selected Questions & Unofficial Answers Indexed to Content Specification Outlines 1983-1987
Please send me a copy of the above title (079224)

□ Payment enclosed

□

Regular price $40.00

Account No.

□

Educational discount price $28.00*

□ MasterCard

□ VISA

Exp. d a te ____________

Signature

Name

Cardholder’s address if different
School (if part o f mailing address)

Address

City

State

Zip code

*School

Please add 8 ¼ % sales tax in New York City. Elsewhere in New
York State add 4% state tax plus local tax if applicable. In
Washington, DC add 6% tax and in Vermont add 4% state tax.

*Instructor

Make checks payable to:
A IC P A

Order Department — American Institute of CPAs
P.O. Box 1003, New York, NY 10108-1003

In your preparation for the CPA exam. .and in your present
and future work as a professional accountant.. .you’ll find
these AICPA publications invaluable on questions of current
standards and their applications in practice.

AICPA AUDIT AND ACCOUNTING GUIDES
T h e s e guides provide essential
background information as well as
practical guidelines for auditing
and reporting on specific industries.
Each guide describes distinctive
characteristics of the industry
c o v ered . .alerts you to unusual
p ro b lem s. .and explains regula
tions and other special factors to
take into account. Th e guides also
illustrate financial statements and
auditors’ reports w here applicable.
(A IC PA S tatem en ts o f Position are
p ro vid ed w h erever p ertin en t.)

Agricultural Producers & Agricultural Cooperatives No. 012140 $12.50
Airlines No. 013123 $9.50
Banks No. 011170 $11.00
Brokers & Dealers in Securities No. 012027 $12.50
Casinos No. 013142 $10.50
Certain Nonprofit Organizations No. 013161 $10.50
Colleges & Universities No. 013320 $12.00
Construction Contractors No. 014658 $10.50
Credit Unions No. 012046 $10.50
Employee Benefit Plans No. 012313 $10.50
Entities With Oil & Gas Producing Activities No. 012084 $16.50
Finance Companies No. 012169 $11.50
Fire & Casualty Insurance Companies No. 011912 $11.50
Government Contractors No. 013388 $11.50
Hospitals No. 012417 $13.00
Investment Companies No. 012135 $13.50
Real Estate Appraisal Information No. 013157 $10.00
Savings & Loan Associations No. 012099 $11.50
State & Local Governmental Units No. 012050 $16.50
Stock Life Insurance Companies No. 012031 $12.50
Voluntary Health & Welfare Organizations No. 012154 $10.50
Audit Sampling No. 013138 $12.50
Computer Assisted Audit Techniques No. 062050 $12.00
Personal Financial Statements No. 011132 $10.50
Service Center-Produced Records No. 013369 10.50
POST BINDER for Audit & Accounting Guides No. 011005 $20.00
(six binders needed for series)

DISCLOSURE CHECKLISTS
T h e s e practice aids can be help
ful in avoiding critical oversights
and omissions in your financial
report work. Prepared by the
A ICPA Technical Information
Division, all of the checklists have
been updated to reflect current
A ICPA and FASB standards.
Although they are not intended to
represent m inim um standards or
to be all-inclusive, the checklists
have proved extrem ely useful as
aids in the preparation and
presentation of financial state
ments and reports.

Disclosure Checklists for Corporations No. 008445 $12.00
Supplements for Use With Above
Real Estate Ventures No. 008464 $7.00
Oil & Gas Producing Companies No. 007940 $7.00
Construction Contractors No. 008450 $7.00
Disclosure Checklists for State & Local Governmental Units No. 008430 $16.00
Disclosure Checklists for Credit Unions No. 008426 $10.00
Disclosure Checklists for Banks No. 008411 $10.00
Disclosure Checklists for Savings & Loan Associations No. 008407 $10.00
Disclosure Checklists for Nonprofit Organizations No. 007960 $10.00
POST BINDER for Disclosure Checklists No. 007921 $20.00

TO ORDER. Address all orders to AICPA Order Department, P.O.
Box 1003, New York, NY 10108-1003. Be sure to include product
numbers, quantities and prices.
MasterCard and VISA accepted on orders for $10.00 or more (excluding
shipping). Provide account number, expiration date and telephone number.

Shipping and Handling Fees: less than $10-$2.50/$10.01-$3.95/$25.01$4.95/$50.01-$5.95/over $150-4% of total.
Please add 8¼ % sales tax in New York City. Elsewhere in New York State
add 4% state tax plus local tax if applicable. In Washington, DC add 6% tax
and in Vermont add 4% state tax.

CODIFICATION OF STATEMENTS ON AUDITING
STANDARDS-As of January 1 , 1988
W h e n it com es to a u d itin g . .
you won’t find a more reliable
guide to current standards and
interpretations.
THE EXPANDED AND UPDATED
1988 EDITION ALSO INCLUDES.
• Statem ent on Financial Fore
casts and Projections
• Statem ents on Standards for
Attestation Engagem ents
• Related Interpretations and
Source References

T h is extraordinarily useful g u id e codifies— in a single easy-to-use
re fe re n c e — all S tatem en ts on Auditing S ta n d a rd s in effect as of J a n u 
ary 1, 1988. To insure that you a re w orking only with current standards,
th e C odification d eletes S ta te m en ts or portions of S tatem en ts that
have b e e n s u p e rs e d e d . It also includes s u p ersed in g a m e n d m en ts. All
of th e m aterial has b een o rg an ize d by subject and fully indexed. T h e
key w ords topical index will prove e sp ec ia lly helpful b e c a u s e it e n a b le s
you to quickly find current standards that pertain to specific questions
or problem s.
No. 0 5 8 9 9 5
$ 2 1 .2 5

CODIFICATION OF STATEMENTS ON STANDARDS FOR
ACCOUNTING AND REVIEW SERVICES-As of January 1, 1988
T h is com panion volum e will keep
you informed on current standards
in a second major area of profes
sional activity.

All S tatem en ts on S ta n d a rd s for A ccounting and R e v ie w S erv ices
currently in effect h ave b ee n codified in this im portant w orking tool.
T h e volum e also includes A ccounting and R ev ie w S e rv ice s In terp reta
tio n s. .sev eral relevant a p p e n d ix e s . .a n d a topical index that will
quickly direct you to standards pertaining to specific questions or
p ro b lem s you m ay enc o u n te r in this a re a of practice.
No. 0 5 7 1 5 5
$8.00

SPECIAL DISCOUNT PRICE FOR TWO-VOLUME SET No. 058942
W h e th e r you’re a stu d en t. .or a
working accountant, these
materials deserve your considera
tion. T hey deal with practical m at
ters that m ake up a major part of
today’s professional activity.

40 PERCENT EDUCATIONAL
DISCOUNT ON AICPA PUBLICATIONS
Students enrolled in accredited
colleges and schools of accounting
may order the publications
described in these pages at a 40
percent educational discount. To
take advantage of this discount,
students must submit proof of
their eligibility (copy of student ID
card, teacher letter (on school
stationery), etc.).
Call or Write for 1988 Catalog. A
complete catalog of current AICPA
publications and Continuing
Professional Education self-study
materials is yours for the asking.
Just write or phone the AICPA
Promotions Department, 1211
Avenue of the Americas, New York,
NY 10036-8775. Tel: (212) 575-6285.

$23.50

AUDIT PLANNING
T h is practice aid e xa m in es th e various steps in th e aud it p lanning
process and show s how to carry the m out in practice. It also explains
th e governing principles involved. D raw n from p ertin en t sections of the
A IC P A A u d it & A c c o u n tin g M a n u a l , th e book offers d etailed “ how to’ ’
inform ation on plann ing a nd adm inistering th e audit e n g a g e m e n t—
from initial a s s es sm e n t of th e e n g a g e m e n t to d e v elo p m en t of audit
strategies a nd the a udit program . Includes c o m p reh en s iv e planning
checklist and 11 illustrative e n g a g e m e n t letters.
No. 0 0 8 0 2 1
$ 1 2 .5 0

OTHER COMPREHENSIVE BASES OF
ACCOUNTING
T h is practice aid provides g u idelines, illustrative fin an cial statem ents
and accou n tan ts’ reports for statem ents p repared on a cash or in com e
tax basis of a ccounting. T h e m aterial— draw n from th e A IC P A A u d it &
A c c o u n tin g M a n u a l— h a s b e e n e x p a n d e d a n d s u p p le m e n te d with
several useful features. Illustrates these financial statements and
reports— C ash Basis: P artnership/P rofessional C o rp oratio n /S C o rp o 
ration . . In com e Tax Basis A ccrual M e th o d s . .S ta n d a rd A cco u ntant’s
R ep o rt for C o m p ilatio n , R eview and Audit E n g a g e m e n ts . .C e rtain
N o nstan d ard R eports.
No. 0 0 8 0 1 7
$ 9.00

CONFIRMATION OF ACCOUNTS RECEIVABLE
T h is study provides practical suggestions for im proving th e effective
ness and efficiency of th e re ceivab le confirm ation process. It dis
c u sses and illustrates four different typ es of confirm ation form s and
offers g u id a n c e on s electing an app ro p riate confirm ation process for
specific client situations. It also identifies 15 practical suggestions for
im proving accounts receivab le confirm ation responses and offers
n u m ero u s illustrative exhibits and reference m aterials.
No. 021011
$ 7.50

BEFORE. .AND. .AFTER.
(. . the CPA exam ination, th at is.)
You'll be ahead
with the

J o u r n a l OF
ACCOUNTANCY

T H E R E ’S N O T H IN G LIK E T H E A U T H O R IT Y . .T H O R O U G H N E S S . .
A N D P R A C T IC A L A P P R O A C H O F T H E J O U R N A L O F A C C O U N T A N C Y
to g iv e y o u th at c ritic a l “e d g e ” in to d a y ’s c o m p e titiv e w o r ld o f a c c o u n tin g .
T h e Journal o f Accountancy o ffer s y o u im p o r ta n t a d van tages b o th b e fo r e
a n d after y o u b e c o m e a CPA.
B e f o r e y o u b e c o m e a C P A . . th e Journal o f Accountancy w ill g iv e y o u a
clea rer u n d e rsta n d in g o f cu rren t a c c o u n tin g , a u d itin g a n d fin a n c ia l r ep o rtin g
p r in c ip le s a n d t e c h n iq u e s . . p a r ticu la r ly in term s o f th e ir a p p lic a tio n s in
p ra ctice. T h is is su re to fa c ilita te — a n d h e lp in su re — y o u r p a ssin g th e CPA
e x a m in a tio n .
A f t e r y o u b e c o m e a C P A . .Y o u ’ll c o n tin u e to rely o n th e Journal o f
Accountancy to k e e p y o u u p -to -d a te o n n e w d e v e lo p m e n ts a n d alert y o u to
n e w o p p o r tu n itie s fo r e x p a n d e d r e s p o n sib ilitie s, greater p r o fe ssio n a l stature
a n d su c c e ss. (If y o u b e c o m e a m e m b e r o f th e AICPA, y o u ’ll r e c e iv e th e
Journal a u to m a tica lly .)
M o n th after m o n th , th e Journal o f Accountancy w ill b rin g y o u in c is iv e
a rticles by lead ers o f th e p r o fe s s io n . . p lu s a w id e range o f practical featu res—
all d e s ig n e d to g iv e y o u a n im p o r ta n t “e d g e ” as a p r o fe ssio n a l a c co u n ta n t.
S p e c ia l N o tic e to A c c o u n tin g S tu d e n ts. If you are enrolled in an accredited college
or sch ool o f accountancy, you are eligible to subscribe to the Journal o f Accountancy
at half price. See the order form below.

START GETTING AHEAD BY RETURNING THIS FORM TODAY
RETURN TO: Journal of Accountancy/P.O. Box 1002/New York, NY 10108-1002

Yes!

Please enter my subscription to the Journal o f Accountancy as indicated below.

__________________________________________________

□ One year $40
□ With CPA Exam books $48

-----------------------------

□ Student rate $20*
□ With CPA Exam books $24

-----------------------------

□ Payment enclosed
□ MasterCard
□ VISA

company or school (if part of address)

address

city

Card account number

signature

state

Exp. date

tel.

*STUDENTS MUST FILL IN BELOW
Instructor.

ALL INCLUSIVE NEWS COVERAGE
Y o u ’ll g e t a c o m p le te , c o n c is e ly w r itte n n e w s r ep o rt in c lu d in g sig 
n ific a n t d e v e lo p m e n ts in th e FASB. .
AICPA. IRS. SEC. etc.

PRACTITIONERS FORUM
Y o u ’ll s e e w h a t s u c c e ssfu l p r a c ti
tio n e r s are d o in g to o p era te th eir
p r a c tic e s w it h greater e ffic ie n c y ,
e c o n o m y an d su c c e ss.

MICROS IN ACCOUNTING
Y o u ’ll g e t r ep o rts o n n e w h ardw are
a n d so ftw a r e sy stem s an d th e ir a p p li
c a tio n s in a c c o u n tin g a n d fin a n c ia l
m a n a g e m en t.

FOCUS ON INDUSTRY
Y ou ’ll g e t n e w in sig h ts in to b u d g e tin g
.. p r ic in g .. p r o d u c tiv ity .. m anagem en t
a c co u n tin g , .etc. from th e p ersp ective
o f th e a c c o u n ta n t in ind ustry.

AICPA TECHNICAL HOTLINE
Y o u ’ll r e v ie w a ctu a l p r o b le m s su b 
m itted by p ractition ers an d e x ec u tiv es
. .w ith r e c o m m e n d e d s o lu tio n s an d
r efe re n c es to relevan t standards.

OFFICIAL RELEASES
Y ou ’ll g e t th e c o m p le te text o f officia l
p r o n o u n c e m e n ts issu e d by th e AICPA
a n d th e FASB. N o o t h e r p e r i o d i c a l
o f f e r s y o u t h is e s s e n t ia l s e r v ic e !

CPA EXAMINATION
SUPPLEMENT

zip

Your title or position (students fill in if part time)

S ch oo l__

You’ll be ahead with
the help of these
fact-filled features.

You may receive semiannual
volumes like the one you are
holding automatically with your
subscription. See the order
form for details.

088859

